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the Exchange Act of 1934 
Nand Rule 17Ab2-1 There- 
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Merger of the American 
tock Exchange Clearing Cor- 
poration, The National Clear- 
ing Corporation and Stock 
Clearing Corporation by Ap- 
plication; Notice of the Ex- 
tension of the Period for 
Receipt of Public Comment 
on the Application for 
Registration 


The following releases relate to self-regulatory agency 
rule proposals and/or adoptions: 


34-12491 
34-12493 
34-12494 


34-12495 
34-12500 
34-12502 


34-12508 
34-12511 
34-12512 


34-12513 
34-12514 
34-12516 


12/10/74 
1/8/75 


Il Vol. V, No. 16 
TH Vol. VI, No. 3 





4/22/75 
5/28/75 
7/22/75 
1/28/76 
5/18/76 


IV Vol. VI, No. 15 
Vv Vol. VI, No. 20 
Vi Vol. Vil, No. 8 
Vil Vol. Vill, No. 15 
Vill Vol. IX, No. 11 


ANNOUNCEMENTS 

33-5715 Notice of Proposed Amend- 
ments to Forms 10-K and 
10-0 (File No. S7-638) 
(Comment Period Expires 
July 30, 1976) 


Proposed Amendments to 
Regulation S-X Relating to 
Financial Statements of In- 
surance Companies (File No. 
S7-637) (Comment Period 





Expires July 30, 1976) 0761 


34-12490 


OPINION 


34-12515 





PROPOSAL TO MODIFY FEES 
AND FISCAL YEAR 1976 AS- 
SESSMENTS FOR’ NON- 
MEMBER (SECO) BROKER- 
DEALERS, AND TO AMEND 
RULE 15b9-2 TO CHANGE 
THE SECO FISCAL YEAR 
FROM JULY 1 TO OCTOBER 1 
AND POSTPONE THE DATE 
FOR FILING FORM SECO-4- 
76 AND ANNUAL ASSESS- 
MENTS TO SEPTEMBER 1, 
1976 (File No. S7-636) 


GENERAL SECURITIES 
CORPORATION AND 
EDWARD LOVELLETTE 


In proceedings for review of 
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action of registered securities 
association expelling member 
and barring its vice president 
from association with any 
member as a principal or in a 
supervisory or managerial 
capacity, association's find- 
ings of violations of its rules 
based on failure to comply 
with Commission's net cap- 
ital, reporting and record- 
keeping requirements sus- 
tained in part, and review 
proceedings dismissed...... 
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SECURITIES ACT OF 1933 
Release No. 5714/June 1, 1976 


Admin. Proc. File No. 3-4433 
In the Matter of 


IRWIN M. ROSENTHAL 
295 Madison Avenue 
New York, New York 


Rule 2(e) of the Rules of Practice 
ORDER DISMISSING PROCEEDING 


In the exercise of the Commission's discretion, and upon the 
recommendation of the Office of the General Counsel and 
the Division of Enforcement, it is ORDERED that this 
proceeding be, and it hereby is, dismissed. 

By the Commission. (Chairman Hills and Commissioner 
Loomis; Commissioner Evans dissenting; Commissioner 
Pollack not participating.) 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5715/June 2, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12506/June 2, 1976 


NOTICE OF PROPOSED AMENDMENTS TO FORMS 
10-K and 10-0 


File No. (S7-638) 
Comment Period Expires July, 30, 1976 
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NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission has under consideration proposed 
amendments to Forms 10-K and 10-Q under the Securities 
Exchange Act of 1934. Forms 10-K and 10-Q are used for 
annual and quarterly reports, respectively, filed pursuant to 
Section 13 or 15(d) of that Act. 


The proposed amendments would provide a space on the 
cover pages of Form 10-K and Form 10-Q which a registrant 
could use to indicate its intention to file a registration state- 
ment on either Form S-7, Form S-9, or Form S-16, on or 
before the date of its next filing on either Form 10-K or Form 
10-Q. 


This advance notice would be optional with the registrant, 
and compliance with the pre-filing notice provision would 
not be a condition to the use of Forms S-7, S-9, or S-16. 
However, it is expected that compliance with the notice 
provision would enable the staff to review promptly the an- 
nual, quarterly, and current reports filed by registrants under 
the Securities Exchange Act and, in most cases, thereby ex- 
pedite its review of registration statements on Forms S-7, S- 
9, or S-16, when filed. 


The amendments are proposed pursuant to the Securities 
Exchange Act of 1934, particularly Sections 13, 15(d), and 
23(a) thereof. Pursuant to Section 23(a)(2) of the Securities 
Exchange Act, the Commission has considered the effect 
that the proposed amendments would have on competition 
and is not aware, at this time, of any burden that such 
amendments, if adopted, would impose on competition not 
necessary or appropriate in furtherance of the purposes of 
that Act. However, the Commission specifically invites com- 
ment as to the anti-competitive effects, if any, the proposal 
would likely engender. 


All interested persons are invited to submit their views and 
comments on the above proposals, in writing, to George A. 
Fitzsimmons, Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549, on or before July 30, 1976. 
Such communications should refer to File No. S7-638. All 
such communications will be available for public inspection. 


The text of the proposed Amendments to Form 10-K and 
Form 10-Q is set forth below. 


Proposed Amendment to Form 10-K 


Form 10-K would be amended to add the following to the 
end of the facing sheet of the Form: 


“(Optional) Indicate by check mark whether the 
registrant intends to file a registration statement on 
any of the following forms on or before the date of its 
next filing on Form 10-Q. 


Form S-7. Form S-9__ Form S-16” 





Proposed Amendment to Form 10-Q 


Form 10-Q would be amended to add the following to the 
end of the facing sheet of the Form: 








“(Optional) Indicate by check mark whether the 
registrant intends to file a registration statement on 
any of the following forms (a) on or before the date of 
its next filing on Form 10-Q, or, (b) if this report is for 
the third quarter of the registrant's fiscal year, on or 
before the date of its next filing on Form 10-K. 


Form S-7___. Form S-9_W. Form S-16.” 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5716/June 3, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 12507/June 3, 1976 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 195652/June 3, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9310/June 3, 1976 


PROPOSED AMENDMENTS TO REGULATION S-X RE- 
LATING TO FINANCIAL STATEMENTS OF INSURANCE 
COMPANIES (S7-637) 


|. Introduction 


Recent developments in accounting and disclosure re- 
quirements for insurance companies and suggestions by in- 
terested persons make it appropriate at this time to propose 
amendment of certain provisions of Articles 7 and 7A of 
Regulation S-X. These articles contain requirements as to 
form and content of financial statements of insurance com- 
panies other than life and title companies and of life in- 
Surance companies respectively. In addition changes are 
proposed to certain related schedules in Article 12. 


\l. Discussion of the Proposals 


In December 1975 the Financial Accounting Standards 
Board issued Standard No. 12 which specifies generally that 
marketable equity securities shall be carried at the lower of 
aggregate cost or market value. Standard No. 12 is effective 
for financial statements for periods ending on and after 
December 31, 1975. An insurance company or a company 
in one of several other specific industries in which the ac- 
counting practice is to report marketable equity securities at 


market value is generally not required to change its prac-. 


tices. However, an insurance company or an insurance 
holding company which carries securities at cost will have to 
adopt the lower of cost or market or change to the value 
basis of carrying marketable equity securities. The nature of 
the standard is such that no basic change is necessary in 


either Article 7 or 7A. The standard calls for disclosure, un- 
der certain circumstances, of two items of information not 
presently required by Regulation S-X which appear to be ap- 
propriate for disclosure in all cases. Consequently the follow- 
ing amendments to Articles 7 and 7A are proposed: 


1. A provision to be added to Note 2 to both Rules 7- 
03-1 and 7A-03-1 for disclosure of gross unrealized 
appreciation and gross unrealized depreciation of 
marketable securities included in the preferred and 
common stock categories. (A-D)' 


2. A provision to be added to Rules 7-05-1(b) and 
7A-05-1(b) for disclosure of the basis followed in 
determining the cost of securitites sold. (B-M)? 


Because the segregated assets and operating results of 
separate accounts accrue almost entirely to the contract 
holders, it appears appropriate to revise Article 7A by 
deleting Rules 7A-03-9 and 19 which provide for reporting 
of separate account assets and liabilities as one-line items 
on the balance sheet. An insurance company’s interest in its 
separate accounts is limited to clearly defined fees and 
charges for sales, administration and investment advisory 
functions and a mortality and expense risk charge. Separate 
accounts are similar to trust activities of a bank which are 
not reflected on its balance sheet even though substantial 
amounts of investments may be involved. A variable annuity 
separate account is required to be registered under the 
Securities Acts and its separate financial statements are in- 
cluded in filings. A proposed special note to the financials 
would call for disclosure of the aggregate value of assets 
and the total of related liabilities in separate accounts. (H-I- 
P) 


In recognition of the different treatment accorded deferred 
premiums (current policy year premium installments not yet 
due) as against uncollected premiums (premiums due but 
not yet paid), the words “and uncollected” are proposed to 
be deleted from the third sentence of Rule 7A-03-4. (G) 


Inasmuch as the execution of a supplementary contract is 
related to the amount of death or other benefits paid but 
does not result in a net charge to future policy benefits, Rule 
7A-04-1 is being revised to eliminate reference to increase 
in future policy benefits. (K) 


An amendment to the schedules prescribed in Rules 12-31 
and 12-31A is proposed to add credit life insurance and 
credit accident and health insurance to the line of business 
categories. This reflects a similar change in the 
classifications on the statutory annual statements for life 
and accident and health companies. (R-S) 


To conform certain of the life insurance company re- 
quirements in Article 7A to corresponding provisions in the 


subsequently adopted Article 7, changes are proposed to the 
following rules: 


Rule 7A-03-1. Investments—other than investments 
in affiliates. (E) 


Rule 7A-03-3. Investments in and indebtedness from 
affiliates and other persons. (F) 


Rule 7A-03-22. Other stockholders’ equity. (J) 
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Rule 7A-04-14. Realized profits or losses on in- 
vestments, less applicable tax. (L) 


Rule 7A-05-4. Analysis of gain or loss on bonds and 
notes and stocks. (O) 


Changes are proposed in Rules 7-05-3, Analysis of gain or 
loss on bonds and notes and stocks; 7A-05-2, Restrictions 
on stockholders’ equity; and 7A-06, Schedules, to correct 
typographic errors. (C-N-Q) 


Ill. Proposed Amendments 


The following rules in Articles 7, 7A and 12 of Regulation S- 
X are proposed to be amended as follows (material to be 
added is underlined and material to be deleted is bracketed 
except as otherwise noted): 


A. Rule 7-03-1. Investments—other than investments 
in affiliates. 


Note (2) 
(First two sentences unchanged) 


State in a note as to marketable securities included in 
subcaptions (b) and (c) the aggregate gross unrealized 
appreciation for all such securities included in these 
subcaptions in which there is an excess of value over 
cost and the aggregate gross unrealized depreciation 
for all such securities in which there is an excess of 
cost over value. 


B. Rule 7-05-1. Accounting principles and practices. 
(a) (No change) 
(b) (First sentence unchanged) 


State the basis followed in determining the cost of 
securities sold. 


C. rule 7-05-3. Analysis of gain or loss on bonds and 
notes and stocks. 


In the second sentence change the second parenthetic 
phrase as follows: 


(See Rule 7-03-1(b) and cfc)) 


D. Rule 7A-03-1. Investments—other than in- 
vestments in affiliates. 


Notes (2) 
(First two sentences unchanged) 


State in a note as to marketable securities included in 
subcaptions (b) and (c) the aggregate gross unrealized 
appreciation for all such securities included in these 
subcaptions in which there is an excess of value over 
cost and the aggregate gross unrealized depreciation 
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for all such securities in which there is an excess of 
cost over value. 


E. Rule 7A-03-1. Investments—other than in- 
vestments in affiliates. 


Note (6) 


State in a note the name of any person in which the 
total amount invested in the person and its affiliates, 
included in the above subcaptions, exceeded two per- 
cent of total investments. For the purpose of this dis- 
closure consider as the amount invested in a person 
and its affiliates [an investment], the aggregate of in- 
debtedness and stocks issued by such person and its 
affiliates which is included in the several subcaptions 
above, and the amount of any real estate included in 
subcaption (e) which was purchased or acquired from 
such person and its affiliates {during the five years 
preceding the date of the balance sheet]. Indicate the 
amount included in each subcaption. An investment in 
bonds and notes of the United States Government or 
of a Federal Government agency or authority [or of a 
state, municipality or political subdivision] which ex- 
ceeds two percent of total investments need not be 
reported. 


F. Rule 7A-03-3. Investments in and indebtedness 
from affiliates and other persons. 


(Change the title of the rule as above.) 


(a) Investments in and indebtedness from and to af- 
filiates and other persons held for operating purposes 
rather than investment and accounted for by the equi- 
ty method shall be reported under this caption and 
caption 15. 


(b) {[(a)] /nvestments.—State separately amounts 
representing investments in affiliates and investments 
in other persons which are held for operating purposes 
and accounted for by the equity method, and state the 
basis of determining these amounts. State separately 
in the registrant's balance sheet the amounts which in 
the related consolidated balance sheet are (1) 
eliminated and (2) not eliminated. The related equity in 
earnings shall be included under Rule 7A-04-117. 


(c) |(b)| Indebtedness.—\Include under this caption 
amounts representing indebtedness from [of] affiliates 
and indebtedness from [of] other persons the in- 
vestments in which are accounted for by the equity 
method and included under subcaption (bj. State 
separately in the registrant's balance sheet the 
amounts which in the related consolidated balance 
sheet are (1) eliminated and (2) not eliminated. 


G. Rule 7A-03-4. Accounts receivable. 


Delete the words ‘and uncollected’’ from the third 
sentence. 
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H. Rule 7A-03-9. Assets held in separate accounts. 
(Delete this caption and indicate it as being reserved.) 


|. Rule 7A-03-19. Liabilities related to separate ac- 
counts. 
(Delete this caption and indicate it as being reserved.) 


J. Rule 7A-03-22. Other stockholders’ equity. 
(Revised subcaption (a)(3) as indicated; delete sub- 
paragraph (d); and designate (e), (f) and (g) as (d), (e) 
and (f), respectively.) 


(a)(3) Unrealized appreciation or depreciation of in- 
vestments [.], /ess applicable deferred income taxes. 
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K. Rule 7A-04-1. Premiums. 


State separately the amount arising from (a) life in- 
surance; (b) accident and health insurance; (c) con- 
siderations for supplementary contacts; and (d) other. 
Considerations for supplementary contracts shall be 
reduced by the related amounts of death and other 
benefits [and increase in future policy benefits and 
such amounts], which shall a/so be exluded from sub- 
caption |[s] 4 [and 5] below. 


L. Rule 7A-04-14. Realized profits or losses on in- 
vestments, less applicable tax. 


(Add the following sentence between the third and 
forth sentences.) 


State parenthetically following this caption or ona line 
immediately following the income statement the 
change in value of marketable equity securities during 
the period (see Accounting Series Release No. 166). 


S. fe See 


M. Rule 7A-05-1. Accounting principles and practices. 
(a) (No change) 


(b) (Add the following sentence.) 


State the basis followed in determining the cost of 
securities sold. 


N. Rule 7A-05-2. Restrictions on stockholders’ equity. 
(a) (No change) 

(b) Explain in a note*any deficiency or imminent 
deficiency in the statutory requirements for capital and 
surplus and the possible effect of such deficiency on 
the financial statements. 


O. Rule 7A-05-4. Analysis of gain or loss on bonds 
and notes and stocks. 


(Change the title of special note 4 to “Analysis of in- 
vestment gain” and replace the requirement with the 
following revised text.) 


For each period for which an income statement is filed 
include an analysis of investment gains or losses com- 
paring realized and unrealized gains or losses on in- 
vestments in bonds and notes and stocks. State 
separately for each period for (a) bonds and notes (see 
Rule 7A-03-1(a)) and (b) stocks (see Rule 7A-03- 1(b) 
and (c)) the following information: (1) the portion of 
the realized profits or losses on investments, less 
applicable tax, included in Rule 7A-04-14 which 
relates to each of the above categories; (2) the change 
during the period in the difference between value and 
cost for each of the foregoing categories adjusted for 
applicable tax effect; and (3) the net investment gain 
or loss. The change in the difference between value 
and cost shall be given for both categories of invest- 
ment assets even though they may be shown on the 
related balance sheet on a basis other than value. 


a” 4. @. S28 


P. Rule 7A-05-7. Separate accounts. 


(add this special note requirement with the following 
text.) 


State in a note the aggregate value of the assets and 
the total of related liabilities in separate accounts as of 
the date of the balance sheet. Assets, liabilities, in- 
come and expense of separate accounts shall not be 
included in the financial statements. 


o @ 8 «4 @ 


Q. Rule 7A-06. What schedules are to be filed. 


In the requirement for Schedule III, Indebtedness of 
Affiliates and Other Persons, change the reference to 
Schedule IX to Schedule Vill. 


* £6 


R. Rule 12-31. Future Policy Benefits and Insurance in 
Force. 


(Change instruction 1) 


The required information shall be given for each of the 
following lines of business: industrial life insurance, 
ordinary life insurance, group life insurance, credit life 
insurance, individual annuities, group annuities, group 
accident and health insurance, credit accident and 
health insurance, individual accident and health in- 
surance and all other. 


S. Rule 12-31A. Deferred Policy Acquisition Costs. 


(Change in instruction 1) 


SEC DOCKET/763 








The required information shall be given for each of the 
following lines of business: industrial life insurance, 
ordinary life insurance, group life insurance, credit life 
insurance, individual annuities, group annuities, group 
accident and health insurance, credit accident and 
health insurance, individual accident and health in- 
surance and all other. 


. . * * * 


IV. Invitation for Comments. 


The proposed amendments are published at this time for 
comment by interested persons. Written views and com- 
ments should be submitted to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 
’ Washington D. C. 20549, on or before July 30, 1976. Such 
communications should refer to File No. S7-637 and will be 
availabe for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘Letter references in parentheses refer to details of the 
proposed changes in correspondingly lettered section of Part 
Ill of this release. 


2 Standard No. 12 requires this disclosure to be made by 
enterprises in industries not having specialized accounting 
practices with regard to marketable securities, however, it 
appears equally applicable for industries with specialized ac- 
counting practices. The information is required elsewhere in 
Regulation S-X; see, for example, Rules 5-03-9, 6-05-1(d) 
and 9-03-8. 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12489/May 28, 1976 


NOTICE OF INSTITUTION OF PROCEEDINGS, INCLUDING 
HEARINGS, BY THE SECURITIES AND EXCHANGE 
COMMISSION, PURSUANT TO SECTIONS 17A AND 19 
OF THE SECURITIES EXCHANGE ACT OF 1934 AND 
RULE 17Ab2-1 THEREUNDER, TO DETERMINE WHETHER 
TO GRANT OR DENY THE APPLICATION FOR 
REGISTRATION OF NATIONAL SECURITIES CLEARING 
CORPORATION AS A CLEARING AGENCY, INCLUDING 
THE PROPOSED MERGER OF THE AMERICAN STOCK 
EXCHANGE CLEARING CORPORATION, THE NATIONAL 
CLEARING CORPORATION AND STOCK CLEARING 
CORPORATION CONTEMPLATED BY THE APPLICATION; 
NOTICE OF THE EXTENSION OF THE PERIOD FOR 
RECEIPT OF PUBLIC COMMENT ON THE APPLICATION 
FOR REGISTRATION. 


The Securities and Exchange Commission hereby announces 
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(i) the institution of proceedings, including hearings, to 
determine whether to grant or deny the application of the 
National Securities Clearing Corporation ("NSCC”) for 
registration as a clearing agency, including the proposed 
merger of three New York-based clearing agencies currently 
performing the clearance of securities transactions con- 
templated by NSCC’s application for registration (the 
“proposed merger’), and (ii) extension of the period for the 
receipt of public comments on NSCC’s application for 
registration. In the proceedings, which are being instituted 
pursuant to subsections 17A(a) and (b) and subparagraph 
19(a)(1)(B) of the Securities Exchange Act of 1934 (the 
“Act”) and Rule 17Ab2-1 thereunder, the Commission will 
consider and hold public hearings on the issues and grounds 
described herein. At the conclusion of the proceedings, the 
Commission, by order, will grant or deny NSCC’s application 
for registration, unless the Commission, for good cause, ex- 
tends the time for conclusion of the proceedings and 
publishes its reasons for so doing or NSCC agrees to an ex- 
tension of the time for conclusion of the proceedings. 


Introduction 


American Stock Exchange Clearing Corporation (“ASECC”), 
a wholly-owned subsidiary of the American Stock Ex- 
change, Inc. (‘“Amex’’), Stock Clearing Corporation (“SCC”), 
a wholly-owned subsidiary of the New York Stock Exchange, 
Inc. (“NYSE”), and National Clearing Corporation (“NCC”’), a 
wholly-owned subsidiary of the National Association of 
Securities Dealers, Inc. (“NASD”) are ‘‘registered clearing 
agencies” under Section 17A of the Act and pursuant to 
Rule 17Ab2-1 thereunder. NSCC, a New York business cor- 
poration, has been formed for the purpose of acquiring and 
merging the operations of ASECC, SCC and NCC. On March 
29, 1976, NSCC filed with the Commission an application 
for registration as a clearing agency and submitted ad- 
ditional materials for the Commission to consider. On April 
5, 1976, the Commission published notice of the filing and 
solicited public comments until May 17, 1976.' 


Because ASECC, SCC and NCC, if combined, are likely to 
achieve a dominant position in securities processing, the 
Commission believes that NSCC’s application raises impor- 
tant and novel legal and policy issues. Although the Com- 
mission has received comments on NSCC’s application, the 
Commission believes that further exploration of the issues 
raised is desirable. Consequently, the Commission has in- 
stituted proceedings pursuant to subparagraph 19(a)(1)(B) 
of the Act to expand its effort to obtain the views of in- 
terested persons in order to assist the Commission in deter- 
mining whether to grant or deny NSCC’s application for 
registration. 


Standards for Review of the Merger under the Act 


Paragraph 17A(a)(1) of the Act sets forth the Congressional 
finding that: 


[T]he prompt and accurate clearance and settlement 
of securities transactions ... [is] necessary for the 
protection of investors and persons facilitating trans- 
actions by and acting on behalf of investors [,]... 
[that] inefficient procedures for clearance and settle- 
ment impose unnecessary costs on investors [,] ... 
[and that] new data processing and communication 
techniques create the opportunity for more efficient, 
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effective, and safe procedures for clearance and 
settlement."’? 


Paragraph 17A(a)(2) of the Act directs the Commission to 
“... use its authority under this title to facilitate the es- 
tablishment of a national system for the prompt and ac- 
curate clearance and settlement of transaction in securities 
.... Section 17A of the Act directs the Commission, in 
carrying out its responsibilities under section 17A, to have 


“due regard for the public interest, the protection of in- 
vestors, the safeguarding of securities and funds, and 
maintenance of fair competition among brokers and 
dealers, clearing agencies, and transfer agents.” 


Subsection 17A(b) of the Act makes it unlawful for a clear- 
ing agency to perform clearance and settlement of transac- 
tions with respect to securities (other than exempted 
securities) unless the clearing agency has been registered 
with the Commission. In the exercise of its authority under 
Section 17A, on November 3, 1975, the Commission 
adopted Rule 17Ab2-1 and related Form CA-1 for the 
registration of clearing agencies. Although paragraph 
17A(b)(3) of the Act requires the Commission to make a 
number of determinations with respect to the applicant's 
operations, capabilities, and rules * before granting registra- 
tion, paragraph (c)(1) of Rule 17Ab2-1 provides that, if re- 
quested by an applicant for registration as a clearing agency, 
the Commission may register the applicant for eighteen 
months without making all the determinations called for 
by subparagraphs (A) through (I) of paragraph 17A(b)(3) 
(“Subparagraphs (A) through (I)"’). 


NSCC applied for registration under paragraph (c)(1) of rule 
17Ab2-1, thereby requesting that registration be granted 
while the registrant is exempted, temporarily, from having to 
satisfy one or more of the requirements as to which the 
Commission is directed to make a determination pursuant to 
Subparagraphs (A) through (I). The Commission has 
registered thirteen clearing agencies, including ASECC, SCC 
and NCC, in accordance with paragraph (c)(1) of Rule 
17Ab2-1, upon the Commission's finding: that the applicant 
was so organized and had the capacity to safeguard 
securities and funds in its custody or control or for which it 
was responsible; that the applicant's rules did not impose 
any schedule of prices, or fix rates or other fees, for services 
rendered by participants; and that the applicant's rules 
assured the safeguarding of securities or funds which were 
in the custody or control of the applicant or for which it was 
responsible. 


Because Commission approval of the proposed merger is 
likely to have a determinative impact on the development of 
a national system for clearance and settlement of securities 
transactions (a ‘National System’’), * the Commission must 
conduct a broader inquiry with respect to NSCC’s applica- 
tion than it has conducted with respect to the applications 
for registration filed and approved previously. In particular, in 
addition to making the three determinations made with 
respect to other clearing agencies registered pursuant to 
paragraph (c)(1) of Rule 17Ab2-1, the Commission must 
determine whether the merger is consistent with the objec- 
tives expressed in paragraphs 17A(a)(1) and (2) of the Act.5 


In accordance with the foregoing, the Commission believes 
that its consideration of NSCC’s application should weigh 


any cost, efficiency, and safety benefits that the merger 
could be expected to produce against any anti-competitive 
impact that the merger might have. 


The NSCC Application 
Background 


“Clearance and settlement” of securities transactions en- 
compasses the processes by which the parties to securities 
transactions receive the money or securities to which the 
parties are entitled as a result of their securities transactions. 
Clearance and settlement traditionally has been performed 
by subsidiaries of the exchanges and of the NASD. 


SCC and ASECC, services by Securities Industry Automation 
Corporation (“SIAC”), ® now provide clearance and settle- 
ment services for transactions in NYSE and Amex-listed 
securities. SIAC operates a single system for both SCC and 
ASECC (the “SCC-ASECC System’’). NCC, serviced by Brad- 
ford National Clearing Corporation (“Bradford”), provides 
clearance and settlement services for trades effected in the 
over-the-counter (“OTC”) market for NASD members. 


During the late Nineteen-Sixties, inefficiencies in clearance 
and settlement processes contributed to the securities in- 
dustry’s “Paperwork Crisis.” Since the Paperwork Crisis, 
securities processing has changed substantially, and further 
changes are likely. Both the securities industry and the Com- 
mission have expended continued efforts to make securities 
processing safer, less costly, and more responsive to the 
changing needs of the securities industry and the public. In 
enacting legislation with respect to securities processing in 
1975, Congress, while recognizing that much progress had 
been made in securities processing, sought to ensure that 
progress would continue and directed the Commission to 
participate actively in the development process.’ 


The impetus for the merger of ASECC, SCC and NCC 
appears to be a conviction, held by a significant segment of 
the New York broker-dealer community, that ASECC, SCC 
and NCC’s existence as separate clearing facilities is un- 
necessarily costly and operationally burdensome. 


The Merger Plan 


The NSCC application comprises a number of documents fil- 
ed with the Commission. The documents and comments on 
the application received to date, constituting Public File No. 
600-15, are available for copying and inspection at the 
Commission's Public Reference Room. While the Commis- 
sion urges persons who may wish to comment on the 
application to examine all of the relevant documents, it 
recognizes that it may not be feasible for some persons to do 
so. Consequently, the Commission hopes that the following 
description, based on the documents filed, will provide infor- 
mation sufficient to acquaint interested persons with the 
most salient features of the merger plan. 


According to NSCC’s application, NSCC would effect the 
acquisition of the clearing agency operations of SCC, ASECC 
and NCC pursuant to an agreement under which each of 
SCC and ASECC will transfer to NSCC $300,000 in cash in 
exchange for 10,000 NSCC common shares and NCC will 
transfer net assets values at $900,000 in exchange for 
10,000 NSCC common shares and ‘a $600,000 NSCC 
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promissory note. The 30,000 NSCC common shares issued 
to SCC. ASECC and NCC will constitute all of NSCC’s 
outstanding common shares. In addition, the rights and obli- 
gations between each of the merging clearing agencies and 
its participants will be assigned to and assumed by NSCC; the 
clearing funds of the merging clearing agencies will be 
transferred to NSCC; and NSCC will assume certain 
liabilities of the respective clearing agencies. 


NSCC plans to operate under the governance of a sixteen- 
member board of directors, thirteen members of which are 
intended to represent NSCC’s participants. Each of ASECC, 
SCC and NCC is to have one representative on the board. Of 
the fifteen members of NSCC’s current board, five members 
were selected by each of Amex/ASECC, NYSE/SCC, and 
NASD/NCC. One member of each five member group is in- 
tended to represent the selecting exchange/clearing cor- 
poration. 


Commencing with the transfer of the clearing agency 
businesses to NSCC as described above, NSCC will operate 
the business of each transferor clearing agency as a separate 
division of NSCC (i.e., the SCC Division, the ASECC Division 
and the NCC Division). Each division’s operations will be 
subject to substantially the same rules and agreements to 
which the predecessor of that division was subject prior to 
the transfer. Operation under the divisional structure is 
referred to as ‘’Phase |.” 


During Phase |, NSCC would expect to complete and file 
with the Commission operating rules for the system that 
would combine SCC-ASECC’s and NCC’s system, negotiate 
a facilities management contract with SIAC, ® determine 
how the operations of the three divisions will be converted 
to a single system, and develop procedures for the selection 
of future directors which will comply with subparagraph 
17A(b)(3)(C) of the Act? 


As is true of the present SlAC-operated, SCC-ASECC 
system, NSCC’s CNS clearance system will utilize the ser- 
vices of The Depository Trust Company (‘DTC’) '° to effect 
securities settlement. (Money settlement will occur in 
NSCC.) It is expected that, by the time the three-division 
structure has been converted to a single system (‘Phase II"), 
DTC will expand its list of eligible securities to include all 
issues now cleared by NCC. 


NSCC plans to offer all services now offered by either NCC 
or SCC-ASECC and to make its services available, directly or 
indirectly, to all participants of NCC and SCC-ASECC."' 


NSCC will retain ties with NYSE, Amex, and NASD. NYSE, 
Amex and NASD are expected to provide self-regulatory and 
other services to NSCC in exchange for a volume-related 
fee. The services include conducting examinations of par- 
ticipants’ and prospective participants’ financial and 
operating condition and reporting unusual market conditions 
which might disrupt NSCC’s clearance and settlement 
Operations. 


NSCC’s submission states that fees to participants are to be 
set, by NSCC’s board of directors, on a “cost basis.” It is ex- 
pected that NSCC will not earn profits or pay dividends on 
its shares. 

Issues and Grounds for Consideration 
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During the proceedings, and in particular in the course of the 
hearings provided for herein, the Commission will be con- 
sidering and seeking comment from interested persons on 
the following issues and grounds in order to assist the Com- 
mission in determining whether to grant or deny NSCC’s 
application for registration as a clearing agency. 


Cost Savings Estimated to reult from the Merger’? 


NSCC’s application contrasts the cost savings of two 
models. One model (‘Model |’) assumes the merger has 
been effected, and the other model (‘Model II’) assumes the 
continued existence of SCC-ASECC and NCC as separate, 
fully-interfaced facilities. NSCC estimates that, as a result of 
the merger (Model |), annual operating costs for the perfor- 
mance of clearing agency services currently performed by 
SCC-ASECC and NCC will be reduced $2.4 million (assum- 
ing low volume) to $4.1 million (assuming high volume) 
once Phase I! has been inaugurated.'* NSCC further es- 
timates that, in Phase II, annual clearing costs of its par- 
ticipants would be reduced $10.0 million (assuming low 
volume) to $13.3 million (assuming high volume). In sum- 
mary, NSCC estimates that the merger would result in total 
annual savings to the securities industry of between $12.4 
million and $17.4 million. 


NSCC estimates that, in contrast to Model |, Model I] would 
increase annual operating costs for the performance of 
clearing agency services currently performed by SCC- 
ASECC and NCC $4.8 million (assuming low volume) to 
$5.3 million (assuming high volume) with the same level of 
participant savings as is estimated under Model |. Thus, 
NSCC estimates that Model I! would produce annual 
operating cost savings to the industry of $7.6 million to 
$12.1 million. 


The Commission would like interested persons to comment 
on the start-up and operating cost estimates furnished by 
NSCC and to furnish any different estimates or additional in- 
formation concerning these costs. 


Safety and Other Potential Benefits 


In NSCC’s application, NSCC argues that the merged en- 
tity’s single processing flow would reduce the overall ex- 
posure of a clearing agency to financial loss caused by par- 
ticipant defaults. In addition, NSCC argues, regulation of one 
entity rather than two entities would be simpler and more 
effective. The Commission would like interested persons to 
comment on the ways in which the merger would affect 
NSCC’s exposure and on any regulatory benefits or 
detriments that might flow from the merger. 


The Commission would like comments, also, on whether, 
and in what ways, the quality of services rendered by NSCC 
might differ from the quality of the comparable services now 
rendered by NCC and SCC-ASECC. 


Effects on Competition 


The Commission seeks to identify all areas in which the 
merger might inhibit present or potential competition. The 
Commission is concerned particularly with the potential im- 
pact of the merger on clearing corporations and 
depositories. The Commission is concerned, also, with the 
potential impact of the merger on broker-dealers, transfer 
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agents, securities markets and the investing public. In con- 
nection with its inquiry into the merger’s potential impact on 
the members of the foregoing groups and others, the Com- 
mission wishes to consider whether, and to what extent, the 
effects might vary according to the geographic location of 
the affected members. 


The Commission believes it must determine whether the 
benefits that might flow from the merger could be achieved 
in a manner that would have less anti-competitive impact 
than any that the merger might entail. For example, would 
an interfaced system in New York provide the same benefits 
as the merger and, if so, would an interfaced system be 
more conducive to the development of an_ interfaced 
national system? As a result of the merger, would SCC- 
ASECC gain competitive advantages over existing clearing 
corporations which it would not have were both SCC- 
ASECC and NCC permitted to compete in clearing listed and 
OTC transactions? Also, would the merger raise barriers, in 
addition to any which might otherwise exist now, to the en- 
try of potential competitors into clearing? 


Were SCC-ASECC and NCC to remain separate and each 
charge different fees for its clearing services, a participant 
could compete for customers by passing on, through lower 
commission rates, any amounts by which its clearing agency 
fees were lower than its competitor's clearing agency fees. 
Would the proposed merger reduce or eliminate the incen- 
tive for participants to keep clearing fees low by causing all 
participants to pay identical clearing agency fees? 


In connection with this inquiry into the merger’s impact on 
competition, the Commission intends to consider whether 
securities processing is an area in which competition does or 
can exist and, if so, what steps the Commission should take 
to preserve or encourage competition or, if not, what alter- 
natives the Commission should explore to preserve the 
benefits that competition would produce, including innova- 
tion and low costs. To assist the Commission in this inquiry, 
the Commission would like to receive comments on whether 
the high percentage of transactions currently processed by 
SCC-ASECC would preciude the possibility of successful 
competition by NCC if both SCC-ASECC and NCC were per- 
mitted to clear transactions in all issues. Additionally, the 
Commission seeks comments on whether the high percen- 
tage of transactions which would be processed by NSCC 
would preclude the possibility of successful competition by 
any other clearing corporation. 


National System for Clearance and Settlement 


The merger will affect the development of a National 
System. The Commission, therefore, welcomes comments 
concerning whether and to what extent the merger might 
impede or enhance the development of a National System 
and whether the merger might inhibit or preclude the ex- 
istence of any beneficial features of a potentia! National 
System, such as transfer agent depositories. 


User Board 


In its application, NSCC states that it will be governed by a 
board of directors dominated by its participants (‘users’). 
NSCC believes that a user-dominated board will provide an 
incentive for innovation, ensure that NSCC will keep 
processing costs at a minimum, and ensure that NSCC is 


generally responsive to the needs of the industry. 


The Commission invites comments on whether a user- 
dominated board would be likely to be an effective control 
against inefficiency, lack of innovation, and uncontrolled 
cost excalation. Moreover, the Commission would like com- 
ment with respect to possible desirable procedures for selec- 
ting board members; including, specifically, whether ex- 
changes should be permitted to have representatives on the 
board, whether NSCC staff members should be permitted to 
be members of the board, whether the board should include 
public members, and what procedures would assure that a 
cross-section of users would be represented on the board. 


Regulatory Fees 


The Commission seeks comment on the appropriateness of 
the transaction fee of 12¢ per side which NSCC proposes to 
pay to NYSE, Amex, and NASD (the “self-regulatory 
organizations’). The fee is intended to compensate the self- 
regulatory organizations for performing certain self- 
regulatory services, including the conducting of ex- 
aminations of the financial condition of NSCC participants. 
In particular, the Commission would like comments on 
whether it is appropriate for the fee to be assessed on the 
basis of the number of sides cleared through NSCC which 
originate through the trading facilities of the respective self- 
regulators and whether the amount of any fee charged and 
collected by NSCC should be determined annually by 
NSCC's board of directors based on the board's perception 
of the value of the services rendered to NSCC by the self- 
regulatory organizations. 


Methods of Charging Costs to Services 


NSCC’'s application states that its fees will be determined on 
a ‘cost basis.” The Commission would like comments on 
whether individual services, or services to certain geographic 
areas, should be charged at actual cost or at some variation 
from actual cost and, if the latter, for which services or 
geographic areas would variations from actual cost be ap- 
propriate. 


Extension of time for Receipt of Comments on NSCC’s 
Application 


The time for receipt by the Commission of written comments 
on NSCC’s application for registration as a clearing agency 
has been extended to June 21, 1976. Six copies of each 
comment letter should be submitted and addressed to 
George A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. Reference should 
be made to File No. 600-15. All such communications will 
be placed in the file and will be available for public inspec- 
tion. In addition to NSCC’s application for registration as a 
clearing agency, all relevant releases and comment letters 
received to date have been placed in the file and are likewise 
available for public inspection. 


Information Pertaining to Public Hearings 


The public hearings are scheduled to commence at 10:00 
a.m. on Wednesday, June 16, 1976, in Room 776 at the 
Commission's Offices in Washington, D. C. Any interested 
persons desiring to make an oral presentatioh of their views 
at the hearings are requested to write or call Ellen Siegler 
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Bennett (telephone (202) 755-8946) prior to June 7, 1976. 
All witnesses are required to submit 25 copies of their 
prepared statements not later than four business days in ad- 
vance of their scheduled date of appearance. 


Persons making oral statements should limit their prepared 
presentations to twenty minutes and should be prepared to 
respond to specific inquiries from the Commission’s staff. In 
advance of or during the hearings, any person may submit 
written questions to be directed to a particular witness or 
group of witnesses; but the presiding hearing officer will 
determine in his sole discretion whether or to what extent to 
direct those questions to any witness. 


A list of witnesses, setting forth the time of their scheduled 
appearance, will be published in the SEC News Digest. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





141 F. R. 14455 (April 5, 1976). The Commission an- 
nounced the filing in Release No. 34-12274 (March 29, 
1976) also. 


2 Paragraph 17A(a)(1) provides: 
“The Congress finds that— 


(A) The prompt and accurate clearance and settle- 
ment of securities transactions, including the transfer 
of record ownership and the safeguarding of securities 
and funds related thereto, are necessary for the 
protection of investors and persons facilitating trans- 
actions by and acting on behalf of investors. 


(B) Inefficient procedures for clearance and settle- 
ment impose unnecessary costs on investors and per- 
sons facilitating transactions by and acting on behalf 
of investors. 


(C) New data processing and communications 
techniques create the opportunity for more efficient, 
effective, and safe procedures for clearance and settle- 
ment. 


(D) The linking of all clearance and settlement 
facilities and the development of uniform standards 
and procedures for clearance and settlement will 
reduce unnecessary costs and increase the protection 
of investors and persons facilitating transactions by 
and acting on behalf of investors.” 


3The determinations are set forth in subparagraphs (A) 
through (I) of subsection 17A(b)(3) of the Act. Subsection 
17A(b)(3) provides: 


A clearing agency shall not be registered unless the 
Commission determines that— 


(A) Such clearing agency is so organized and has the 
capacity to be able to facilitate the prompt and ac- 
curate clearance and settlement of securities transac- 
tions for'which it is responsible, to safeguard securities 
and funds in its custody or control or for which it is 
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responsible, to comply with the provisions of this title 
and the rules and regulations thereunder, to enforce 
(subject to any rule or order of the Commission puru- 
sant to Section 17(d) or 19(g)(2) of this title) com- 
pliance by its participants with the rules of the clearing 
agency, and to carry out the purposes of this section. 


(B) Subject to the provisions of paragraph (4) of this 
subsection, the rules of the clearing agency provide 
that any (i) registered broker or dealer, (ii) other 
registered clearing agency, (iii) registered investment 
company, (iv) bank, (v) insurance company, or (vi) 
other person or class of persons as the Commission, 
by rule, may from time to time designate as ap- 
propriate to the development of a national system for 
the prompt and accurate clearance and settlement of 
securities transactions may become a participant in 
such clearing agency. 


(C) The rules of the clearing agency assure a fair 
representation of its shareholders (or members) and 
participants in the selection of its directors and ad- 
ministration of its affairs. (The Commission may deter- 
mine that the representation of participants if fair if 
they are afforded a reasonable opportunity to acquire 
voting stock of the clearing agency, directly or in- 
directly, in reasonable proportion to their use of such 
clearing agency.) 


(D) The rules of the clearing agency provide for the 
equitable allocation of reasonable dues, fees, and 
other charges among its participants. 


(E) The rules of the clearing agency do not impose 
any schedule of prices, or fix rates or other fees, for 
services rendered by its participants. 


(F) The rules of the clearing agency are designed to 
promote the prompt and accurate clearance and 
settlement of securities transactions, to assure the 
safeguarding of securities and funds which are in the 
custody.or control of the clearing agency or for which 
it is responsible, to foster cooperation and coordina- 
tion with persons engaged in the clearance and settle- 
ment of securities transactions, to remove im- 
pediments to and perfect the mechanism of a national 
system for the prompt and accurate clearance and 
settlement of securities transactions, and, in general, 
to protect investors and the public interest; and are 
not designed to permit unfair discrimination in the ad- 
mission of participants or among participants in the 
use of the clearing agency, or to regulate by virtue of 
any authority conferred by this title matters not related 
to the purposes of this section or the administration of 
the clearing agency. 


(G) The rules of the clearing agency provide that 
(subject to any rule or order of the Commission pur- 
suant to Section 17(d) or 19(g)(2) of this title) its par- 
ticipants shall be appropriately disciplined for violation 
of any provision of the rules of the clearing agency by 
expulsion, suspension, limitation of activities, func- 
tions, and operations, fine, censure, or any other fitting 
sanction. 


(H) The rules of the clearing agency are in accordance 
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with the provisions of paragraph (5) of this subsection, 
and, in general, provide a fair procedure with respect 
to the disciplining of participants, the denial of par- 
ticipation to any person seeking participation therein, 
and the prohibition or limitation by the clearing agency 
of any person with respect to access to services 
offered by the clearing agency. 


(I) The rules of the clearing agency do not impose any 
burden on competition not necessary or appropriate in 
furtherance of the purposes of this title. 


“Commentators have estimated that ASECC and SCC, 
which operate through a combined system, now clear ap- 
proximately 75% of transactions processed by registered 
clearing agencies and that, if the merger were approved, 
NSCC would clear approximately 85% of transactions 
processed by registered clearing agencies. If the estimates 
are accurate, the proposed merger would increase concen- 
tration in an already concentrated area. 


5 Paragraphs 17A(a)(1) and (2) are discussed supra at pp. 2 
and 3. 


6 SIAC is owned jointly by NYSE (67%) and Amex (33%). 


7 See discussion of section 17A at page 2, supra; Section 
17A was added to the Act by the Securities Acts 
Amendments of 1975. 


®NSCC has determined that SIAC will be its processor, 
although the terms of a contract with SiAC have not been 
determined. NCC’s contract with Bradford, which is to be 
assigned to NSCC, will be terminated at the end of Phase I. 


® Subparagraph 17A(b)(3)(C) provides, in part, that the rules 
of registered clearing agencies must afford participants “fair 
representation” in the selection of directors. See fn. 3, supra 
p's 


'© DTC, formerly a wholly-owned subsidiary of the NYSE, is 
now owned by the following entities and groups: 59.3%; 
Amex, 7.8%; NASD, 7.8%; PBW Stock Exchange, Inc., 
0.2%; and institutional participants (principally banks), 
24.9%. 


'' NSCC has not yet developed standards for direct access. 


‘2 While a capsulization of the cost savings which NSCC 
believes will flow from the merger is presented below, in- 
terested persons are encouraged to examine the cost figures 
submitted by NSCC. These figures appear in a ‘Justification 
for the Consolidation of New York Clearing Facilities,” which 
is contained in the public file. 


'3 The lower figure is based on estimated volume of 118,000 
transaction sides (“low volume”); the higher figure is based 
on estimated volume of 225,000 transaction sides (“high 
volume”’). 





SECURITIES EXCHANGE ACT OF 1934 


Release No. 12490/May 28, 1976 


PROPOSAL TO MODIFY FEES AND FISCAL YEAR 1976 
ASSESSMENTS FOR NON-MEMBER (SECO) BROKER- 
DEALERS, AND TO AMEND RULE 15b9-2 TO CHANGE 
THE SECO FISCAL YEAR FROM JULY 1 TO OCTOBER 1 
AND POSTPONE THE DATE FOR FILING FORM SECO-4- 
76 AND ANNUAL ASSESSMENTS TO SEPTEMBER 1, 
1976. (FILE NO. S7-636) 


The Securities and Exchange Commission has announced a 
proposal to modify the fees and assessments payable to the 
Commission for fiscal year 1976 (July 1, 1975 to 
September 30, 1976) by registered broker-dealers who are 
not members of the National Association of Securities 
Dealers, Inc. (“‘nonmember” or “SECO” broker-dealers). The 
Commission also proposes to amend Rule 15b9-2 to con- 
form the SECO fiscal year to the new federal fiscal year, Oc- 
tober 1 - September 30. Accordingly, SECO charges for 
fiscal year 1976 will be based upon the fifteen month period 
from July 1, 1975 to September 30, 1976. As a result of 
this proposed change, the Commission has postponed the 
due date for filing Form SECO-4-76 from on or before June 
1, 1976 to on or before September 1, 1976. 


Sections 15(b)(7) and 15(b)(8) of the Securities Exchange 
Act of 1934 (the “Act’’), as recently amended,' authorize the 
Commission to collect such reasonable fees and charges as 
may be necessary to defray the costs of additional regulatory 
duties required to be performed with respect to nonmember 
broker-dealers and their associated persons.? Pursuant to 
these sections, the Commission had adopted Rule 15b9-1 
to establish initial entry fees and Rule 15b9-2 to provide for 
annual assessments. This proposal concerns amendments to 
the special instructions to Form U-4 (formerly Form SECO- 
2) under Rule 15b-9, which sets initial fees paid by SECO 
broker-dealers on behalf of new associated person, and the 
adoption, pursuant to Rule 15b0-2, of new Form SECO-4- 
76 which establishes the levels for annual nonmember 
assessments for the current fiscal year. 


The Commission has this year determined to modify the an- 
nual SECO assessment schedule to include a gross income 
levy, in order to mitigate possible inequities in the current 
assessment structure. At the present time there is no SECO 
levy directly related to the volume of business done by SECO 
firms; the main sources of SECO revenue are the fees and 
assessments related primarily to the number of securities 
personnel employed by each firm. As a result of the 1975 
Amendments to the federal securities laws, municipal 
securities broker-dealers now are required to register with 
the Commission as broker-dealers and, consequently, to 
become members of the National Association of Securities 
Dealers, Inc. (“NASD”) or become subject to the SECO 
program of the Commission. A number of these firms have 
substantial gross income and relatively few assessable per- 
sonnel and, because of the emphasis on personnel in the 
present dues structure, would, if within the SECO program, 
therefore absorb a substantially smaller share of the costs of 
regulation than other SECO firms. Also, certain other SECO 
firms with relatively low gross securities income but 
numerous assessable personne! may presently bear a dis- 
proportionately large share of the total SECO financial 
burden. (It is anticipated that total SECO regulatory costs 
will be approximately $623,208 in fiscal 1976 including, for 
reasons discussed later in this release, the three additional 


SEC DOCKET/769 








months of July through September 1976). Accordingly, the 
Commission believes that a gross income assessment based 
upon securities revenue will produce a more equitable 
method of assessment and can be administered without un- 
due burden on SECO firms or the Commission. 


As a result of the introduction of the new gross income levy, 
it will be possible for the Commission to reduce certain other 
charges, as indicated below. 


Proposed Initial Fees for Nonmember Broker-Dealers 


Rule 15b9-1 provides that every broker or dealer who 
becomes registered with the Commission and who does not 
make a bona fide application for membership to a registered 
must file with the Commission a Form U-4 on behalf of each 
associated person and pay to the Commission the fee 
prescribed by the form. This initial fee must also be paid 
each time an individual becomes associated with a SECO 
broker-dealer. The fee for fiscal year 1975 was $50; the 
reduced fee to be set forth on the proposed revised special 
instructions to Form U-4 would be $35.° Form SECO-5, set- 
ting an initial fee of $500 for new SECO broker-dealers, 
remains unchanged. 


Proposed Annual Assessments for Fiscal Year 1976 


The annual assessment for each fiscal year is set forth on 
Form SECO-4 for that year. As indicated above, the Com- 
mission has determined this year to amend the annual SECO 
assessment structure to provide for a .375% annual assess- 
ment, based upon the nonmember’s gross annual over-the- 
counter securities income as shown on the firm's most re- 
cent Form X-17A-10 required to be on file with the Com- 
mission under the Act. Because of the change in the Com- 
mission's fiscal year from July 1 to October 1, the Commis- 
sion must, for this year only, recover regulatory expenses for 
a 15-month period. Accordingly, this assessment would be 
based upon a 15-month period from July 1, 1975 to 
September 30, 1976. (The NASD’s annual gross income 
levy is .3% for 12 months.) The basic membership assess- 
ment of $250 would be retained; however, the annual per- 
sonnel assessment paid by each firm for each associated 
person would be reduced from $15 to $5. 


Attached is proposed Form SECOQ-4-76 which includes 
revised special instructions for computing and reporting 
gross income for assessment purposes. 


Notice of Postponement of Due Date for Filing Form SECO- 
4-76 and Annual Assessments 


Broker-dealers filing Form SECO-4-76 and annual 
assessments should note that, because of the proposed 
amendments to the SECO assessment schedule and to Rule 
15b9-2, the due date for SECO assessments will be 
September 1, 1976. 


Proposal to Amend Rule 15b9-2 


The Commission believes it is appropriate to conform the 
SECO fiscal year, which is presently July 1 - June 30, to the 
new federal fiscal year, October 1 - September 30. Accord- 
ingly, the Commission proposes to amend Rule 15b9-2 to 
reflect changes in the filing, payment and applicability dates 
resulting from the proposed new SECO fiscal year. The Com- 
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mission also is proposing various technical amendments to 
the rule including clarifications of the usage of the terms 
“fee” (generally a non-periodic charge based upon the oc- 
currence of a special event) and “assessment” (a regular, an- 
nual levy) and deletions of several sections of the rule which 
are no longer applicable. 


Statutory Basis and Competitive Considerations 


These proposed modifications of fees and fiscal year 1976 
assessments for nonmember (SECO) broker-dealers and 
amendments to Rule 15b9-2 would be adopted pursuant to 
the Securities Exchange Act of 1934 and particularly Sec- 
tions 15(b)(8), 15(b)(9), 17(a) and 23(a) thereof. The Com- 
mission finds that any burden imposed upon competition by 
the proposed amendments is necessary and appropriate in 
furtherance of the purposes of the Act, particularly to imple- 
ment the Commission's continuing mandate under Section 
15(b)(8) to collect such reasonable fees and charges as may 
be necessary to defray the costs of the specified regulatory 
duties required to be performed with respect to nonmember 
broker-dealers. 


Text of Proposed Amendments to Rule 15b9-2 


Securities Exchange Act Rule 15b9-2 is proposed to be 
amended to read as follows (deletions appear in brackets; 
new material is underlined): 


Rule 15b9-2 Annual Assessments for registered 
brokers and dealers not members of a [national] 
registered securities association. 


(a) Applicability. This rule shall apply to every non- 
member broker or dealer who, on [May 15] August 75 
of any particular year, has been a nonmember broker 
or dealer for a period of at least 45 days immediately 
prior to such date, and any other broker or dealer 
registered with the Commission on [May 15] August 
15 of any particular year who has been a nonmember 
broker or dealer for a period of at least 90 days after 
[July 1] October 7 of the previous year. 


(b) [Fees] Assessments. On or before [June 1] 
September 7 of each year every broker or dealer to 
whom this rule applies shall file the Form SECO-4 
provided for the particular fiscal year and pay the total 
[fees] assessments prescribed by the form. Such [fees] 
assessments shall include: (1) A base [fee] assess- 
ment applicable to all brokers or dealers, and (2) an 
|fee] assessment for each associated person engaged, 
directly or indirectly, in securities activities for or on 
behalf of the broker or dealer prior to [May 15] August 
15 during the fiscal year, at any time in which the 
broker or dealer was a nonmember broker or dealer: 
Provided, however, that the [fee] assessment shall not 
be paid for any person who confines his securities ac- 
tivities to areas outside the United States, its 
territories and possessions, and who does not deal 
with or act for any U.S. resident or national wherever 
located. 


(c) Reductions. Brokers or dealers who were non- 
member brokers or dealers for less than 180 days 
shall pay one-half the [fees] assessments required by 
this rule. 
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[(d) Limitations. In no case shall the total fees required 
by this rule exceed the limitation set each year on the 
Form SECO-4 provided for that particular fiscal year.| 


[(e)] (d) Penalties. Every broker or dealer who fails to 
pay [fees] assessments as and when required by this 
rule shall pay an additional [fee] amount of $100 to 
defray the administrative costs incurred as a result of 
such failure.) 


{(f)] (e) Exemptions. A broker or dealer shall not be 
required to pay the [fees] assessments required by this 
rule if: 


(1) He has made a bona fide application for 
membership to a [national] registered securities 
association within 45 days of his becoming registered 
with the Commission as a broker or dealer and such 
application for membership is still pending on [May 
15] August 15 of the particular year in which the 
[fees] assessments are due; or 


(2)(i) His application for membership in a registered 
[national] securities association has been denied or 
withdrawn, or his membership has been denied or 
withdrawn, or his membership has been terminated 
for any reason; (ii) he has immediately discontinued all 
securities activities; and (iii) he has filed Form BDW 
(Notice of Withdrawal From Registration) within 45 
days after such denial, withdrawal, or termination; or 


(3)(i) He is a member of a national securities ex- 
change: (ii) he carries no accounts for customers; and 
(iii) his annual gross income derived from purchases [;] 
and sales [and exchanges] of securities otherwise than 
on a national securities exchange of which he is a 
member is an amount no greater than $1,000. [Such a 
member of a national securities exchange shall, 
however, file the Form SECO-4 provided for the par- 
ticular fiscal year.] Provided, however, that gross in- 
come derived from transactions otherwise than on 
such national securities exchange which are effected 
for his own account with or through another registered 
broker or dealer shall not be subject to such limitation. 


[(g)] (f) Definitions. For the purpose of this [section] 
rule: 


(1) The term ‘associated person” shall mean any 
partner, officer, director, or branch manager of a 
broker or dealer (or any person occupying a similar 
status or performing similar functions), or any natural 
person directly or indirectly controlling or controlled by 
such broker or dealer (other than one whose functions 
are solely clerical or ministerial), and any broker or 
dealer conducting business as a sole proprietor. 


(2) The term “nonmember broker or dealer’’ shall 
mean any broker or dealer, including a sole proprietor, 
registered under Section 15 or 758% of the Act, who is 
not a member of a [national] registered securities 
association [registered with the Commission under 
Section 15A of the Act]. 


[(3) The term “office” shall mean every place or es- 
tablishment which is owned or controlled by a broker 


or dealer in or from which the broker or dealer engag- 
ed in the securities business. Every broker or dealer 
shall be deemed to have at least one office]. 


Request for Comments 


All interested persons are invited to submit their views and 
comments concerning the proposed modifications to the 
SECO fees and fiscal year 1976 assessments and the 
amendments to Rule 15b9-2. All communications should be 
addressed to George A. Fitzsimmons, Secretary, Securities 
and Exchange Commission, 500 North Capitol Street: 
Washington, D. C. 20549, no later than June 30, 1976. 
Reference should be made to File No. S7-636. All com- 
ments will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





' The numbering of these sections was changed by the 1975 
Amendments to the Securities Exchange Act of 1934 (P. L. 
94-29, June 4, 1975); they were formerly Sections 15(b)(8) 
and 15(b)(9), respectively. 


2 SECO fees and assessments are in addition to any charges 
levied by the Municipal Securities Rulemaking Board. 


3 This fee is in addition to the fee required by the Commis- 
sion pursuant to Rule 15b8-1 to defray the costs of ad- 
ministering the general securities examination and other ex- 
penses. This fee is presently $30. 


“This change will become effective on July 5, 1976. See 
Securities Exchange Act Release No. 12468. 





SECURITIES AND EXCHANGE COMMISSION 
Washington, D. C. 20549 : 


SPECIAL INSTRUCTIONS FOR COMPLETING FORM U-4 
UNIFORM APPLICATION FOR SECURITIES AND COM- 
MODITIES INDUSTRY REPRESENTATIVE AND/OR AGENT 


[NON-MEMBER (‘SECO’) BROKER-DEALERS] 


1. RULE 15b8-1 UNDER THE SECURITIES EXCHANGE 
ACT OF 1934 (“ACT”) PROVIDES THAT THIS FORM 
MUST BE FILED BY EVERY BROKER OR DEALER 
REGISTERED UNDER SECTIONS 15 OR 15B OF THE ACT, 
WHO IS NOT A MEMBER OF A REGISTERED SECURITIES 
ASSOCIATION (e.g., THE NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC.) FOR EVERY ASSOCIATED 
PERSON ENGAGED DIRECTLY OR INDIRECTLY IN 
SECURITIES ACTIVITIES FOR OR ON BEHALF OF SUCH 
NONMEMBER BROKER OR DEALER, BEFORE SUCH 
PERSON ENGAGES IN ANY ACTIVITIES ON BEHALF OF 
SUCH BROKER OR DEALER UNLESS SUCH BROKER- 
DEALER IS QUALIFIED FOR AN EXEMPTION FROM 
COMPLIANCE WITH THIS RULE. 
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FORM SECO-4-76 


This Bor For SEC Use Oni 





To Be Filed On or Before September 1, 1976 


U.S. SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 





PAYMENT RECEIVED 
Date 





Rece:pt Neo. 
Beak No. 
Check No. 
Dete of Check 




















1976 ASSESSMENT AND INFORMATION FORM 


FOR REGISTERED BROKERS AND DEALERS NOT MEMBERS 


OF A REGISTERED SECURITIES ASSOCIATION 


(submit original and three copies )( see instructions on reverse side of fonn) 





1. Name of Broker or Dealer (// an indsvsaual, give iast, first, middle name /: 2. IRS Employer Ident. No. : 





3. Address of Principal Place of Business: 
NO. an STREET city sTaTe 218 Coot 


(Submit addresses of all other offices on separate sheet) 





4. SEC File No.: 





5. Assessment to Geiray costs of r-guiauon pursuant to Section 15(b)(8) of the Secunues Exchange Act ior the fiscal year encing September 30, 1976. 


(0) Besic assessment of $250 (or 125%) 2... wc ccc rere cer ccccecs 
(b) Plus for d persons, including sole propri part and 











corporate officers, engeged directly or indirectly in securities activities during the 
fiscal year at any time in which the broker or dealer was a nonmember broker or dealer: 





Number of persons @ $5 ($2.50*) each Amount $ 
; * See instruction 2 on reverse side 
(c) Gross income assessment - ( see instruction 7 on reverse side) 
Grogs securities income - 1975 @ . 375% Amount $ 





TOTAL ASSESSMENT TO BE PAID [lar+(bi+(c)] $ 








6. Membership of Broker or Dealer in United States and Foreign Securities Exchanges / Liss regular memberships only ): 





7. Principal Type of Securities Business Engaged in by Broker or Dealer (Check ONE): 





Exchange semte: primari!; engaged in exchenge comaission bonnes (_ Broker or desler selling of] ond gue interests ......+. eecees 0 
Exchange member primarily engeged in Noor activities .....5+- 0 Pat and coll broker or dealer or option writer... . . eee ee et Oo 
Broker or dealer im general securities business 2... 1. eee eee Oo peer bsg Page Reed pr aceppe rie ag bopalh aber sok aaecele ia 
Motcal feed waderwriter end distributor 2.1 ee ee ee ee eee O 3 Broker or desier selling church securities .......022005 eoee 0 
Broker or Gealer selling varable ensuity comtrects .....-..++- oO Govemment bond cealer (outer then memseipei) ..... weer 0 
Solicitor of sevings aed loan accounts... 1... ee eee ee eeee oO Broker—dealer in municipal bonds... ... § @eeeve 60008 ee 0 
Real estete syadicator aad mortgage broker and banker ....... 0 Broker or dealer in other securities business (Specify) ...-...-- 0 
Reel estate condominiom interests 2... 20s eee eee 5 eocee 0 No securities business (Specify your type of business) ..... eee 0 
Limited parmersbip interests... 60 eee ee ee eee eee oO 
TABLE A 
Ant. of 1975 Gross Income 


. (8 TeOUsaNos) 

1. Underwriting end trading sctvities V/ 

(2) Gross income, fees, concessions, etc., from 
underwriting end selling group ecuvities ....$ 

(>) Principal trading of secunties over the counter 2/$ 





7. Usd ing or 


&. Transactions ia securities of soa-profit 


g of vanable coatrects. . . 


Amt. of 1975 Grose income 


(8 THOUSANDS) 


08 





(¢) Total of (2) end (b), if loss enter “NONE®. ... S$ 
2. Agency transactions and those retail pnacipal transection 
Bot reported in 1(b}—-( include gross tmcome from clearance 
ead introdsced accounts j L/ $ 


9. Distribution of tax sheltered investments . 


cece vececcccce —_———_——— 10, Friting endorsing end selling options over he couster $ —____-__.. 


Pry ee ee 3 11. Mergers aed acquisitions... 2.6.25 


4. Sales of mutual fends end contractual pleas to the poblic 





Cimelude “weil® commissions} .....ccccccce $ BOTVICEE cece cere reer reese reeeses a 
$ Geterediting or sof say 13. Other over the counter transactions (Specify)... .. oe ee 
securities and contractual plaas ....- s+ sees $ 
14, Total I(c) hrowgh 13... 0. ee eee eee . 2 
6. Sales of variable contracts to the public ....... $ 





. L/ Other than those amounts to be reported in other categories. 


12 Gross income and fees from other investment basking 


2/ Include profits or losses from raleauon of trading inveawrv only if inciuaed in pnor vears. !/{ uarcalized 


gains and lusses were aot reported ir pnor years, they are wo be excluded from this report. 





Dated the day of <  S 








(Name of hip, sole 





of other ozganization ) 








(Menual signature of duiy authorized principal officer, generl (Title) 
partner, sole propnetor or munaging wgent ) 


over 
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FORM SECO-4-76 
INSTRUCTIONS 


1. Rule 1569-2 under the Securities Exchange Act (the “Act”) provides that brokers or 
dealers registered with the Commission as of August 15, 1976 who were nonmember 
brokers or dealers for at least 45 days immediately prior to that date or who were 
nonmember brokers or dealers for at least 90 days during the period beginning July 1, 1975 


‘and cnding August 15, 1976 shall, on or before LEY § 1, 1976, file Form SECO-4-76 


and pay to the Commission a fee pursuant to Section 15(b)(8) of the Act to defray certain 


costs of rege con for the fiscal year ending September 30, 1976. The term ‘nonmember 
broker or dealer” is defined in paragraph (f)(2) of Rule 1569-2. 


2. Rule 15b9-2 provides that brokers or dealers who were nonmember brokers or dealers 
for less than 180 days during the period beginning July 1, 1975 and ending August 15, 1976 


shall pay one-half the fees otherwise payable pursuant to Section 15(b)(8) for the fiscal year 
1976. 


3. Checks should be made payable to the “Securities and Exchange Commission” and 


mailed to the Office of the Comptroller, Securities and Exchange Commission, Washington, 
D.C. 20549. 


4. If the space provided for any answer is insufficient, the complete answer should be 


prepared on a separate sheet which should be attached to the form and identified as 
crnswer to item.” 


5. Failure to include or file information required to be reported or the making of any false 
statements may result in the institution of administrative or civil proceedings. Moreover, 
intentional misstatements or omissions of material facts constitute federal criminal 
violations punishable by up to five years imprisonment and fines up to $10,000 for each 
offense. (See 18 U.S.C. 1001 and Section 32(a) of the Act. 


.6. Willful nonpayment of fces prescribed by the Commission pursuant to its authority 


under Section 15(b)(8) may result in the institution of Sorigeeny proceedings under 
Sections 15(b)(4) and 15(b)(5) of the Act. 


7. Each SECO broker-dealer subject to Rule 1569-2 is to report gross income from over- 
the-counter transactions in corporate, state, municipal and other securities for the preceding 
calendar year. Please refer to Table A or your firm’s Form X17A-10 filed for calendar year 
1975 for assistance in computing such gross income. Gross income includes profits, 
commissions, surcharges, concessions, fees, allowances, discounts and reimbursements for 
expenses before the deduction of any expenses other than any commissions, concessions or 
other allowances paid to another member in connection with the execution or clearance of 
any transactions. Gross income does not include interest and dividends, transaction fees, 
commissions derived from transactions executed on a national securities exchange or a 
foreign securities exchange and fees received solely for investment advisory services. Also 
excluded are profits and losses derived from (1) transactions in which both the purchase and 
sale are executed outside the territorial limits of the United States, (2) transactions in 
exempted sccuritics as defined in Section 3(a)(12) of the Act, (3) transactions in 
commercial bank time certificates of deposit and commercial paper, which is defined to 
include drafts, bills of exchange, and bankers acceptances having maturitics at the time of 
issuance of not exceeding one year, and (4) transactions in securities which are clearly 
identified by the firm to be held specifically for investment purposes as described in 
Section 1236 of the Internal Revenue Code. 


SEC DOCKET/773 








2. A FILING FEE OF $35 MUST ACCOMPANY THIS FORM. 
A CHECK SHOULD BE MADE PAYABLE TO THE 
SECURITIES AND EXCHANGE COMMISSION AND 
MAILED WITH ONE (1) COPY OF THIS FORM TO THE 
OFFICE OF THE COMPTROLLER. 


3. UNDER SECTIONS 15(b), 17(a) and 23(a) OF THE ACT 
AND THE RULES AND REGULATIONS THEREUNDER, 
THE COMMISSION IS AUTHORIZED TO SOLICIT THE 
INFORMATION REQUIRED TO BE SUPPLIED BY THIS 
FORM FROM ASSOCIATED PERSONS OF NON-MEMBER 
(SECO) BROKER-DEALERS. ALTHOUGH IT IS NOT 
REQUIRED THAT SOCIAL SECURITY NUMBERS BE 
DISCLOSED, SUCH VOLUNTARY DISCLOSURE WILL 
ASSIST THE COMMISSION IN IDENTIFYING APPLICANTS 
AND IN PROMPTLY PROCESSING THE FORMS. 
INFORMATION SUPPLIED ON THIS FORM SHALL BE 
NON-PUBLIC BUT WILL BE AVAILABLE TO ANY PERSON 
TO WHOM THE COMMISSION AUTHORIZES 
DISCLOSURE IN THE PUBLIC INTEREST. ROUTINE USES 
OF FORM U-4 ARE DESCRIBED ON THE REVERSE SIDE 
OF THESE SPECIAL INSTRUCTIONS. 


4. A FORM WHICH IS NOT PREPARED AND EXECUTED IN 
COMPLIANCE WITH APPLICABLE REQUIREMENTS MAY 
BE RETURNED AS NOT ACCEPTABLE FOR FILING. 
ACCEPTANCE OF THIS FORM, HOWEVER, SHALL NOT 
CONSTITUTE ANY FINDING THAT THE INFORMATION 
SUBMITTED IS TRUE, CURRENT, OR COMPLETE. 
INTENTIONAL MISSTATEMENTS OR OMISSIONS OF 
FACT MAY CONSTITUTE FEDERAL CRIMINAL 
VIOLATIONS. (SEE 18 U.S.C. 1001 and 15 U.S.C. 78ff(a)). 


5. APPLICANTS SHOULD NOTE THE PROVISIONS OF 
SECTIONS 15(b)(7), (8) AND (9) OF THE SECURITIES 
EXCHANGE ACT OF 1934 AND THE RULES 
THEREUNDER. 


ROUTINE USES OF FORM U-4 SYSTEM 


Form U-4 and the information contained in such Form may 
be used routinely for the following: 


1. This system of records is routinely used in connec- 
tion with the regulation by the Commission of non- 
member broker-dealers and persons associated with 
non-member broker-dealers pursuant to Section 15(b) 
of the Securities Exchange Act of 1934, 15 U.S.C. 
780(b). 


2. By SEC personnel for purposes of investigating 
possible violations of the Federal securities laws. 


3. Where there is an indication of a violation or poten- 
tial violation of law, whether civil, criminal or 
regulatory in nature, and whether arising by general 
Statute or particular program statute, or by regulation, 
rule or order issued pursuant thereto, the relevant 
records in the system of records may be referred, as a 
routine use, to the appropriate agency, whether 
Federal, State, local, foreign or a securities self- 
regulatory organization charged with the responsibility 
of investigating or prosecuting such violation or charg- 
ed with enforcing or implementing the statute, or rule, 
regulation or order issued pursuant thereto. 


4. In any proceeding where the Federal securities 
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laws are in issue or in which the Commission or past 
or present members of its staff is a party or otherwise 
involved in an official capacity. 


5. A record from this system of records may be dis- 
closed as a “routine use” to a Federal, State or local 
governmental authority maintaining civil, criminal or 
other relevant enforcement information or other perti- 
nent information, such as current licenses, if necessary 
to obtain information relevant to an agency decision 
concerning the hiring or retention of an employee, the 
issuance of a security clearance, the letting of a con- 
tract, or the issuance of a license, grant or other 
benefit. 


6. A record from this system of records may be dis- 
closed to a Federal, State or local governmental 
authority, in response to its request, in connection 
with the hiring or retention of an employee, the 
issuance of a security clearance, the reporting of an in- 
vestigation of an employee, the letting of a contract, or 
the issuance of a license, grant, or other benefit by the 
requesting agency, to the extent that the information 
is relevant and necessary to the requesting agency's 
decision on the matter. 


7. To aid in responding to inquiries from Members of 
Congress, the press or the public regarding matters 
under the Commission's jurisdiction. 


8. As a data source for management information for 
production of summary descriptive statistics and 
analytical studies in support of the function for which 
the records are collected and maintained or for related 
personnel management functions or manpower 
studies; may also be utilized to respond to general re- 
quests for statistical information (without personal 
identification of individuals) under the Freedom of In- 
formation Act or to locate specific individuals for per- 
sonnel research or other personnel management func- 
tions. 


Form U-4 is maintained under the authority of Title 15, 
United States Code, Section 780(b) (17) CFR 240.15b8- 1) 
and for the routine uses above-described as published in the 
Federal Register, Volume 40, No. 167, August 27, 1975, at 
p. 39288 thereof. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12491/May 28, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
DEPOSITORY TRUST COMPANY (File No. SR-DTC-76-5) 


The Depository Trust Company (“DTC”) submitted on May 
20, 1976 a proposed rule change pursuant to Rule 19b-4 
under the Act to permit its participants to deposit at DTC the 
coupon form of most DTC-eligible interchangeable corporate 
debt securities which are issued in both the coupon and 
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registered forms. Currently, DTC accepts deposits of such 
securities in the registered form only. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 7, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
one days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-DTC-76-5. 


Copies of the submission, with accompanying exhibits, and 
of all written comments will be available for public inspec- 
tion at the Securities and Exchange Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, D. C. 
Copies of the filing will also be available at the principal of- 
fice of the above mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12492/May 28, 1976 


Admin. Proc. File No. 3-4684 
In the Matter of the Application of 


SHASKAN & CO., INC. 
New York, New York 


and 

JOSEPH BUCHMAN 
MEYER BUCHMAN 
SIDNEY BUCHMAN 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


FINDINGS, OPINION AND ORDER MODIFYING ACTION 
OF REGISTERED SECURITIES ASSOCIATION 


REGISTERED SECURITIES ASSOCIATION - REVIEW OF 
DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 
Failure to Honor Contract 


In proceedings for review of disciplinary action by registered 
securities association, association's findings of violation by 


member and two of its principals based on member's failure 
to honor a trade sustained; but association's finding of viola- 
tion by member's president set aside, since another principal 
had assumed responsibility for the transaction in question 
and president was unaware of it; and sanction imposed on 
one principal reduced, since association's findings were bas- 
ed in part on a non-violative transaction, and principal may 
have relied on advice of counsel. 


APPEARANCES: 
Joseph Buchman and Meyer Buchman, for applicants. 


Lloyd J. Derrickson, Andrew McR. Barnes, and Joseph G. 
Reimer, Ill, for the National Association of Securities 
Dealers, Inc. 


This is an application by Shaskan & Co., Inc. and three of its 
principals, Joseph, Meyer, and Sidney Buchman, for review 
of disciplinary action taken by the National Association of 
Securities Dealers, Inc. (“NASD”).' The NASD found that 
applicants violated Article Ill, Section 1 of the NASD’s Rules 
of Fair Practice? in that the firm failed to honor purchases of 
securities from other members. The NASD censured 
applicants, suspended Shaskan’s membership in the 
Association for ten days, and fined Joseph Buchman $2,- 
000, Meyer Buchman $1,000, and Sidney Buchman $500. 
it also assessed costs against each of the individual 
applicants.* 


On October 5, 1972, Torpie & Saltzman, Inc., a complainant 
in this proceeding, sold,-through John Muir & Co., another 
complainant, 300 shares of common stock of 
Crystalography Corporation to Shaskan and 200 shares of 
Crystallography stock to Contemporary Securities Corpora- 
tion. Contemporary then sold its 200 shares to Shaskan. On 
October 11, 1972, prior to the settlement dates of these 
transactions, we suspended trading in the securities of 
Crystalography. The suspension was not terminated until 
May 18, 1973, when Muir attempted without success to 
effect delivery of the Crystalography shares to Shaskan and 
Contemporary. Contemporary based its refusal to accept 
delivery of the shares it had purchased on Shaskan’s failure 
to honor its contractual commitment to purchase these 
shares from Contemporary. Shaskan, in refusing to accept 
any shares from Muir, asserted reliance on the releases we 
had issued concerning the Crystalography suspension, and 
on Securities Exchange Act Release No. 7920.‘ Its position 
was that it could not then assure itself that the transactions 
were not part of a fraudulent and manipulative scheme, and 
that it would not accept any Crystalography shares until 
clarification by the Commission of its findings with respect 
to that company and of the measures Shaskan should take 
to assure itself that the transactions were not tainted with 
fraud. It telephoned a member of our staff requesting such 
clarification and was advised to send a letter. Its counsel did 
so on May 18, 1973, and our staff responded by letter dated 
June 19, 1973. The staff's reply specified certain examples 
of ‘‘good faith’ inquiries which might be made of persons in- 
itiating the Crystalography trades in order to help Shaskan 
assure itself that these transactions did not involve 
violations of the federal securities laws. None of these in- 
quiries was made, either before receipt of the staff letter or 
thereafter. 


By the time the Crystalography trading suspension was 
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lifted, Shaskan, »ecause of its impaired capital position, was 
in the process of delivering its accounts to another clearing 
broker under supervision of the New York Stock Exchange, 
of which Shaskan was a member. In early June 1973, the 
staff of the exchange directed Shaskan to clear up its fails 
with respect to customer transactions. At that time Shaskan 
owed Crystalography shares to customers who had purchas- 
ed them prior to the October 1972 suspension for about 
$10 a share. Prior to its receipt of the June 19 staff letter, 
Shaskan purchased Crystalography stock in the open market 
for approximately $1 per share in order to satisfy these 
obligations. It made no inquiries to determine whether these 
open market purchases were part of a manipulative scheme. 


On or about June 20, 1973, Shaskan was suspended from 
membership in the National Clearing Corporation and the 
New York. American, and National Stock Exchanges. In July 
‘1973, it consented to the entry of a permanent injunction in 
which the court, among other things, ordered its complete 
liquidation.© Shaskan never accepted the Crystallography 
shares it had purchased from Torpie & Saltzman or Contem- 
porary prior to the trading suspension in October 1972. 


As we have previously recognized, it is not our function, nor 
that of the NASD, to adjudicate private contractual disputes 
between members of the Association.® Rather, our concern 
in cases of this kind is whether NASD members have 
adhered to the ethical standards embodied in Article III, Sec- 
tion 1 of the Association's Rules of Fair Practice. We have 
held that a failure to honor a contract violates that rule only 
if it appears that such failure was unethical or dishonorable, 
or if it was without equitable excuse or justification.’ And, in 
applying these standards, we have said that a refusal to 
complete a contract based on a reasonable good faith belief 
that a transaction was part of a manipulative scheme does 
not violate the rule.® 


Applicants rely on that holding. They assert to us, as they 
argued to the NASD, that our release of May 17, 1973 an- 
nouncing the termination of the Crystalography trading 
suspension was a “glaring warning signal” that we strongly 
suspected fraud and manipulation with respect to that com- 
pany’s securities. They say that they were unable to assure 
themselves that the transactions into which Shaskan had 
entered were untainted with fraud; that by the time they 
received a letter from our staff Shaskan’s affairs were under 
the contro! of regulatory authorities, including this Commis- 
sion; and that Shaskan could not settle fails and pay monies 
owed to broker-dealer without our permission and until 
other matters of assertedly higher priority had been cleared 
up. 


The NASD contends that neither our releases relating to the 
Crystalography suspension nor Securities Exchange Act 
Release No. 7920° constituted, in themselves, adequate 
justification for Shaskan’s refusal to complete its contracts, 
and that Shaskan bore an affirmative burden to make ap- 
propriate inquiries in order to ascertain whether or not the 
transactions in question were in fact part of a manipulative 
scheme. In the absence of such efforts, the NASD argues, 
Shaskan’s beliefs regarding fraud, even if they were held in 
good faith, did not have a reasonable basis at the time of its 
failure to honor its contractual commitments. Hence, the 
NASD believes that applicants’ conduct was inconsistent 
with the ethical standards which the Association's rule re- 
quires of its members. 
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We agree with the NASD that an unsupported suspicion of 
fraud does not constitute an “equitable excuse or 
justification” for the failure to complete a contract; such a 
belief must have been both honest and reasonable at the 
time of refusal if we are to find that the NASD’‘s rule was not 
violated.'° In the Southern Brokerage case,'' we found that a 
member of the Association had an adequate factual basis for 
its suspicion of manipulation. In this proceeding we are call- 
ed upon to decide whether our Crystalography trading 
suspension and, in particular, our release announcing its ter- 
mination,'? provided sufficient grounds for applicants’ refusal 
to accept Crystalography shares, and, if not, whether 
applicants had any other reasonable basis for their actions. 


Based on our review of the record, we believe that 
applicants’ reliance on Southern Brokerage is misplaced. 
They are right in characterizing our 1973 Crystalography 
release as a glaring warning signal that we suspected fraud 
and manipulation. But that signal did not give broker-dealers 
carte blanche to disregard their contractual obligations; 
rather, it stressed the need for due care in determining 
whether or not consummation of Crystalography transac- 
tions might be in furtherance of a manipulative scheme. 


Applicants do not seem to have recognized this obligation. 
From October 1972, when trading in Crystalography 
securities was suspended, until May 1973, when the 
suspension was terminated, they made no inquiries which 
might have helped them resolve any suspicions they may 
have had. When the Crystalography stock was tendered 
after the suspension was lifted, they contended themselves 
with a request to our staff for guidance. And they did not 
thereafter follow the suggestions contained in our staff's 
written response. 


On this record, we are unable to conclude that applicants 
had reasonable grounds to suspect that the specific transac- 
tions which Shaskan failed to complete were tainted with 
fraud. We do not believe it was appropriate under the cir- 
cumstances for applicants to refrain from making inquiries 
about the Crystalography stock from the persons they had 
dealt with pending receipt of a letter from our staff.'* And if 
they really believed that such guidance was necessary, the 
need for it could have been anticipated well before the ter- 
mination of the trading suspension."* Finally, in evaluating 
the defense asserted by applicants, we note that when 
Shaskan was directed by the New York Stock Exchange to 
clear up its fails in early June 1973, it chose to purchase 
Crystallography shares in the open market for delivery to 
customers rather than accepting the delivery of stock from 
complainants.'® As noted above, no steps were taken in con- 
nection with these open market transactions to ascertain 
whether or not they were in furtherance of a manipulative 
scheme.'® 


The NASD appears to have based its findings and penalties 
on Shaskan’s refusal to honor both of its contractual com- 
mitments—one for 300 shares which Muir attempted to 
deliver on behalf of Torpie & Saltzman, Inc., and the other for 
200 shares which Shaskan had purchased from Contem- 
porary Securities Corporation. However, the record does not 
reveal any attempt on the part of Contemporary to effect 
delivery to Shaskan of the 200 shares Shaskan had agreed 
to purchase.'’? Based upon the NASD'’s view that a violation 
of Article lll, Section 1 of its Rules of Fair Practice takes 
place only when a refusal is preceded by a bona fide attempt 
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to deliver, we think that the Association's findings of viola- 
tion with respect to the 200-share transaction must be set 
aside. 


As for the 300-share transaction, it is not necessary to reach 
the issue, nor does the record before us enable us to do so, 
of whether the transaction was in fact part of a fraudulent 
scheme.'® We conclude only that applicants failed to satisfy 
their burden of demonstrating that there were reasonable 
grounds for the firm's failure to complete it.'® Accordingly, 
we concur with the NASD’'s finding that such failure violated 
Article lil, Section 1 of the Association's Rules of Fair Prac- 
tice. 


Applicants argue that Meyer and Sidney Buchman had no 
responsibility for the operations of Shaskan, and that if any 
penalties are assessed against the individual applicants, they 
should oniy be imposed on Joseph Buchman who made all 
of the decisions in connection with the Crystalography tran- 
sactions. As noted above, the NASD fined Joseph Buchman 
$2,000. In view of the fact that we have set aside the 
NASD’s findings with respect to the 200-share transaction, 
and because Joseph Buchman’s conduct may have been 
predicted to some extent on the advice of counsel,?° we 
believe it appropriate to reduce the fine imposed on him to 
$1,000. 


With respect to Sidney Buchman, we are unable to conclude 
that the $500 fine imposed by the NASD is excessive.”' 
Sidney Buchman was a vice president and a director of 
Shaskan, and was aware, from at least May 18, 1973, of 
Shaskan’s failure to accept delivery of the Crystalography 
shares. He was also involved in the decision to purchase 
Crystalography shares in the open market in June 1973. 
Thus, we agree with the NASD’s finding that, in view of his 
position with the firm, he had some degree of responsibility 
for resolving the problems arising from the uncompleted 
transaction with complainants, once he was aware of the 
situation.?? 


The record is inconclusive with respect to the culpability of 
Meyer Buchman. The NASD’s imposition of a penalty 
against him appears to have been based primarily on the 
responsibilities attendant on his position as president and 
chairman of the board of Shaskan. There is no clear evidence 
that he had knowledge of Shaskan’s Crystalography transac- 
tion with complainants.?° On the present state of the record, 
we are constrained to set aside the NASD’s action against 
Meyer Buchman on the ground that it is not supported by 
sufficient evidence.”* 


Accordingly, IT IS ORDERED that the disciplinary action 
taken by the NASD against Shaskan & Co., Inc. and Sidney 
Buchman be, and it hereby is, affirmed; that the disciplinary 
action taken by the NASD against Joseph Buchman be, and 
it hereby is, modified as set forth above; and that the dis- 
ciplinary action taken by the NASD against Meyer Buchman 
be, and it hereby is, set aside. The NASD’s assessment of 
costs is set aside with respect to Meyer Buchman. 
Otherwise that assessment is affirmed. 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS and EVANS); Commissioner POLLACK not par- 
ticipating. 


George A. Fitzsimmons 
Secretary 





‘Applicants filed a written statement in support of their 
application for review, and the NASD filed a brief with us. 
Oral argument was not requested. Our findings are based 
upon an independent review of the record certified to us by 
the NASD. 


2 Article Ill, Section 1 requires that a member, in the conduct 
of its business, shall observe “high standards of commercial 
honor and just and equitable principles of trade.” 


3 Each was assessed a one-fifth share of the total costs of 
$625.49. The other two-fifths were assessed against two 
other respondents in the proceeding who have not applied to 
us for review. 


* That release, issued on July 19, 1966, set forth the posi- 
tion of our former Division of Trading and Markets regarding 
completion of contracts for securities in which trading has 
been suspended. The release said: 


“It is the position of the Division that where the broker 
or dealer is himself acting in good faith, where he is 
not connected with the activity announced by the 
Commission as a basis for suspension pursuant to 
Section 15(c)(5) or Section 19(a)(4), and where he 
has no reason to believe that his customer is so con- 
nected, no objection need be raised under such sec- 
tions because the broker-dealer completes his con- 
tractual obligations in the particular transaction (e.g., 
by payment or delivery) while the suspension is still in 
effect. The Division believes that in each such case, 
however, he should inform his customer, prior to con- 
summating the transaction, that trading in the security 
is suspended and of the reasons announced by the 
Commission for suspending trading. 


“A broker-dealer, in deciding whether to consummate 
such a transaction, must of course consider not only 
the provisions of Sections 15(c)(5) and 19(a)(4) but 
also all other applicable provisions of the Federal 
securities laws.” 


The Crystalography trading suspension was announced in 
Securities Exchange Act Release No. 9815 (October 11, 
1972), and its termination was announced in Securities Ex- 
change Act Release No. 10156 (May 17, 1973). The latter 
release included the following paragraph: 


“The Commission also noted that it had been brought 
to its attention that there are unconsummated trades 
in Crystalography stock. In view of the allegation 
presented in the Crystalography release, broker- 
dealers should take the necessary measures to assure 
themselves that they are not unknowingly effecting a 
consummation of open contracts which may be in 
furtherance of a scheme to manipulate the price of the 
securities of Crystalography or would otherwise 
violate the Federal securities laws.” 


5 See Litigation Release Nos. 5969 (July 12, 1973) and 
5972 (July 13, 1973). 


® Lerner & Co., 37 S.E.C. 850, 855 (1957); Samuel B. 
Franklin & Company, 38 S.E.C. 113, 116 (1957). 
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7 Samuel B. Franklin & Co., supra; Lerner & Co., supra. 
8 Southern Brokerage Co., 42 S.E.C. 449 (1964). 
®* See note 4, supra. 


10 Nassau Securities Service v. Securities and Exchange 
Commission, 348 F.2d 133, 135 (C.A. 2, 1965), affirming 
42 S.E.C. 445 (1964). 


"Note 8, supra. 


'2 See especially the paragraph in Securities Exchange Act 
Release No. 10156 quoted in note 4, supra. 


'3 Applicants were not novices in the securities business. 
Shaskan became a member of the NASD in 1940, and 
Meyer, Joseph, and Sidney Buchman became associated 
with that firm in 1946, 1961 and 1958, respectively. Thus, 
at least some of the general suggestions set forth in our 
staff's letter as examples of measures that might be taken 
should have been evident to applicants themselves. 


‘4 Although the NASD found that no violation occurred prior 
to May 18, 1973, when Muir attempted to deliver the 
Crystalography stock to Shaskan upon termination of the 
trading suspension, applicants had been aware of Shaskan’s 
contractual commitments since October 1972 and had no 
reason to believe that the firm would not ultimately be called 
upon to consummate those trades. 


'’ The exchange’s staff did not specifically direct Shaskan 
how to clear up its fails or where to acquire the 
Crystalography stock which it was required to deliver to 
customers. 


'®In view of our conclusion that Shaskan did not have 
reasonable grounds for its failure to honor the 
Crystalography trade on May 18, 1973, we need not reach 
the question of whether its failure to act on the suggestions 
in our staff's letter of June 19 was without equitable excuse 
or justification. However, we do not believe that the federal 
district court order issued on July 10, 1973, (see note 5, 
supra) which required Shaskan’s self-liquidation, precluded 
applicants from following the suggestions enumerated in our 
staff's response to applicants’ inquiry. Although applicants 
contend that they were not permitted to expend any funds to 
investigate the Crystalography situation, there is nothing in 
the record to indicate that the necessary inquiries would 
have been particularly costly or that the question of costs 
was ever specifically raised with the members of our staff 
who were involved with Shaskan’s liquidation. 


We note that Joseph Buchman testified that no contracts 
have been honored by Shaskan with any brokers since June 
20, 1973, based on advice given by our staff. He also 
asserts that our staff set up a list of priorities with respect to 
Shaskan’s liquidation and that, as of the date of applicants’ 
petition for review of the NASD’s disciplinary action, settle- 
ment of transactions with other broker-dealers had not been 
reached. Under the circumstances, we do not find it 
necessary to make any findings with respect to these con- 
tentions. 


‘7 Indeed, Contemporary and two of its principals were sanc- 
tioned by the NASD in this proceeding based on Contem- 
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porary’s failure to accept the 200 shares of Crystalography 
from Muir. 


‘8 Nor are we holding that a broker-dealer failing to consum- 
mate a transaction based on a suspicion of fraud must 
necessarily have supporting evidence which would be suf- 
ficient to convince us or a court of law that the trade really 
was tainted with fraud. But the broker-dealer must take such 
reasonable measures as are appropriate under the cir- 
cumstances. 


'9 See Charters & Co. of Miami, 43 S.E.C. 175, 178 (1966), 
where we held: “The burden of establishing a justification 
for the firm’s failure to honor... transactions rested on the 
applicant firm. It failed to carry the burden.” 


20 Joseph Buchman testified that, after termination of the 
Crystalography suspension, his attorney “told me not to dis- 
cuss anything with the parties. | went along with his advice.” 
While reliance on advice of counsel does not preclude a fin- 
ding of violation, we think it should be given some weight in 
assessing the appropriateness of the NASD’s sanctions 
against Joseph Buchman. Cf. Boren & Co., 40 S.E.C. 217, 
228-229 (1960). 


21 In view of the relative amounts of the fines imposed, we 
do not regard this as inconsistent with our conclusion that 
the fine imposed on Joseph Buchman should be reduced. 


22 We also believe that the NASD’s ten-day suspension of 
Shaskan’s membership is not excessive. However, that 
question has become moot by virtue of our revocation of 
Shaskan’s broker-dealer registration based upon conduct 
unrelated to the transactions involved in this proceeding. 
Securities Exchange Act Release No. 11284 (March 10, 
1975), 6 SEC Docket 424. 


23 Applicants were rather unclear about Meyer Buchman’s 
specific duties with Shaskan. But we see no reason to reject 
Joseph Buchman’s uncontroverted testimony that Meyer 
had no decision-making functions with respect to the 
Crystalography matter. 


24 We have held in a number of cases that the principal of- 
ficer in a brokerage firm has a responsibility to, at least, exer- 
cise reasonable diligence to see that the firm is operated in 
conformity with applicable laws and rules. Consequently, he 
is not excused simply because he was unaware of the con- 
duct in question. See Reynolds & Co., 39 S.E.C. 902, 916 
(1960); Sutro Bros. & Co. 41 S.E.C. 443, 463 (1963); 
Dunhill Securities Corporation, 44 S.E.C. 472, 476 (1971). 
But the present situation is distinguishable in that it in- 
volved, essentially, a single trade for which another principal 
assumed responsibility. 
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Release No. 12493/May 28, 1976 


In the Matter of 
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NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 “K” Street, N. W. 

Washington, D.C. 20006 


(SR-NASD-76-4) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 30, 1976, the National Association of Securities 
Dealers, Inc. (“NASD”) filed with the Commission, pursuant 
to Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, copies 
of a proposed rule change. The proposal would amend 
Schedule D of the NASD By-Laws to permit stabilizing bids 
accompanied by penalty stipulations to appear on the 
National Association of Securities Dealers Automated 
Quotations System (“NASDAQ”) if the penalty stipulation is 
applicable to selling concessions only. 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by 
publication of a Commission Release (Securities Exchange 
Act Release No. 34-12303, April 1, 1976) and by publica- 
tion in the Federal Register (41 Fed. Reg. 15074, April 9, 
1976). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to registered securities 
associations, and in particular, the requirements of Section 
15A and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change filed with the Com- 
mission on March 30, 1976, be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12494/May 28, 1976 


In the Matter of 

AMERICAN STOCK EXCHANGE, INC. 

86 Trinity Place 

New York, New York 10006 

(SR-Amex-76-2) 

ORDER APPROVING PROPOSED RULE CHANGES 

On January 8, 1976, the American Stock Exchange, Inc. 


filed with the Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 (the Act’), as amended 


by the Securities Acts Amendments of 1975, and Rule 19b- 
4 thereunder, copies of proposed rule changes to conform its 
Constitution and Rules to the requirements of the Act, as 
amended. The proposed rule changes related principally to 
membership and to disciplinary proceedings. 


Notice of the proposed rule changes together with the terms 
of substance of the proposed rule changes was given by 
publication of a Commission release (Securities Exchange 
Act Release No. 12011 (Jan. 13, 1976)) and by publication 
in the Federal Register (41 Fed. Reg. 2873 (Jan. 20, 1976)). 
On May 4, 1976, the American Stock Exchange, Inc. 
withdrew a number of the proposed amendments and made 
certain technical revisions in the proposed rule changes. 


The Commission finds that the proposed rule changes, as 
amended, are consistent with the requirements of the Act 
and the rules and regulations thereunder applicable to 
national securities exchanges, and in particular, the re- 
quirements of Section 6, and the rules and regulations 
thereunder. 


IT iS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above-mentioned proposed rule changes, 
as amended, be, and they hereby are, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12495/May 28, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGES BY 
PACIFIC STOCK EXCHANGE. File No. SR-PSE-76-9 


The Pacific Stock Exchange, Inc. submitted on March 1, 
1976 a proposed rule change under Rule 19b-4 to amend 
Exchange Rule VI to reflect the adoption of the uniform net 
capital rule, and to transfer the amended provisions of Rule 
VI into Rule V. In response to suggestions made by the staff 
of the Commission, the Exchange filed an amendment to the 
proposed rule change on May 17, 1976. 


Publication of the submission is expected to be made in the 
Federal Register during the week of May 31, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-PSE-76-9. 
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Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N. W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12496/May 28, 1976 


EXTENSION TO OCTOBER 1, 1976 OF CERTAIN ASPECTS 
OF THE FINANCIAL RESPONSIBILITY AND REPORTING 
PROGRAM PERTAINING TO TRANSACTIONS IN 
MUNICIPAL SECURITIES 


The Securities and Exchange Commission today announced 
the extension until October 1, 1976 of certain aspects of the 
financial responsibility and reporting program pertaining to 
transactions in municipal securities. The effected com- 
ponents of the program consist of the Commission's 
previous interpretations respecting the application of Rules 
17a-3, 17a-4 and 17a-1 1(c) to brokers and dealers effecting 
transactions solely in municipal securities. 


Section 17(a)(1)' of the Securities Exchange Act of 1934 
(“the Act”) requires registered brokers and dealers, intra alia, 
to make and keep such records for such periods of time as 
-the Commission by rule prescribes as necessary or ap- 
propriate in the public interest or for the protection of in- 
vestors. Among the rules adopted pursuant to this rulemak- 
ing authority are Rules 17a-3, 17a-4 and 17a-11. Rule 17a- 
3 essentially requires that brokers and dealers registered 
pursuant to Section 15 of the Act shall make and keep 
current specified books and records relating to their 
business. Rule 17a-4 requires the preservation for specified 
lengths of time of the books and records maintained pur- 
suant to Rule 17a-3, as well as other documents 
enumerated in Rule 17a-4(b), (c) and (d).2 Paragraph (c) of 
Rule 17a-11 requires that brokers and dealers give im- 
mediate, telegraphic notice of a Rule 17a-3 violation to the 
Commission, and take corrective measures within forty- 
eight hours after transmittal of such notice. 


In Securities Exchange Act Release No. 11854 (November 
20, 1975) (‘Release No. 11854”), the Commission adopted 
a financial responsibility and reporting program pertaining to 
transactions in municipal securities, including certain 
amendments, temporary amendments and interpretations to 
the uniform net capital rule (Rule 15c3-1), the customer 
protection rule (Rule 15c3-3), and other related financial 
responsibility and reporting rules, including Rules 17a-3, 
17a-4 and 17a-11(c). In Release No. 11854, the Commis- 
sion noted that brokers and dealers effecting transactions 
solely in municipal securities might be largely unfamiliar 
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with the requirements of Rule 17a-3, and might experience 
difficulty in digesting and implementing all of the rule’s 
provisions prior to December 1, 1975, by which date these 
brokers and dealers would become subject to Rule 17a-3.? 
The Commission concluded that it was necessary and ap- 
propriate to provide a transitional period during which 
brokers and dealers effecting transactions solely in 
municipal securities could educate themselves concerning 
Rule 17a-3 and make those adjustments to their bookkeep- 
ing and recordkeeping systems dictated by the rule’s 
provisions. The Commission accordingly interpreted Rule 
17a-3 to require brokers and dealers effecting transactions 
solely in municipal securities to make and keep current 
books and records sufficient to demonstrate their financial 
condition, to reflect the receipt and delivery of all funds and 
securities, and to reflect all customer activity.* A companion 
interpretation of Rule 17a-4 provided that brokers and 
dealers effecting transactions solely in municipal securities 
would be required to preserve in an easily accessible place 
those books and records maintained pursuant to Rule 17a-3 
as interpreted, and such other business records required to 
be preserved by Rule 17a-4. In addition, the Commission in- 
terpreted Rule 17a-11(c) to apply only to violations of Rule 
17a-3 as interpreted.© The Commission stated its intention 
to consult and coordinate with the Municipal Securities 
Rulemaking Board (the Board’) concerning appropriate 
books and records requirements for brokers and dealers 
effecting transactions solely in municipal securities and in- 
vited public comment concerning numerous questions per- 
taining to appropriate financial responsibility and reporting 
requirements for these brokers and dealers.® 


The interpretations to Rules 17a-3, 17a-4 and 17a-11(c) 
discussed above originally were scheduled to expire on 
January 15, 1976. However, prior to that date, certain in- 
terested members of the public and the Board requested 
that these interpretations be extended. The Board indicated 
at that time that it had under active consideration certain 
proposals concerning books and records requirements which 
it expected to publish for comment in the near future, as a 
prelude to a formal filing with the Commission, pursuant to 
Section 19(b) of the Act, of a proposed books and records 
rule by March 1976. The Commission responded by exten- 
ding these interpetations until March 31, 1976.’ 


On February 3, 1976, the Board made available to in- 
terested members of the public an exposure draft of rules es- 
tablishing recordkeeping and preservation requirements for 
municipal securities brokers and municipal securities 
dealers. The Board solicited public comments concerning 
these draft proposals during a period expiring March 5, 
1976. On March 2, 1976, in response to this invitation, the 
Commission transmitted the staff's preliminary comments 
and suggestions with respect to the exposure draft. The 
Board’s exposure draft also generated substantial interest 
among members of the public. The Board considered its 
proposed recordkeeping and preservation requirements at 
its regularly scheduled meeting on March 25 and 26, 1976. 
As the Board's revised schedule would not allow completion 
of the public procedures provided for in Section 19(b) prior 
to the expiration of the interpretations of Rules 17a-3, 17a- 
4 and 17a-11(c), the Commission deferred the expiration 
date of these interpretations from March 31, 1976 to June 
1, 1976.8 


The Board filed its proposed recordkeeping rules under Sec- 
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tion 19(b) of the Act on April 8, 1976.° With certain excep- 
tions, Section 19(b) requires that the terms of substance of 
proposed rules of self-regulatory organizations be published 
for public comment in the Federal Register, and precludes, 
except for good cause, Commission approval of such 
proposals until thirty days after such publication. The 
Board's proposed rules were published in the Federal 
Register on April 30, 1976.'° In filing the proposed rules, the 
Board consented to an extension of the time for Commission 
action thereon to 90 days after their publication, and thus 
Commission action with respect to these rules is not re- 
quired until July 29, 1976, almost two months after the ex- 
piration of the interpretations. In addition, the public com- 
ment period with respect to these rules does not close until 
June 14, 1976, two weeks after the expiration of the inter- 
pretations. It is apparent that the Board’s proposed 
recordkeeping and preservation rules, if approved, could not 
become effective prior to the expiration of the Commission's 
previous extension of its interpretations of Rules 17a-3, 
17a-4 and 17a-11(c). 


The Commission has determined that it is appropriate in the 
public interest and for the protection of investors to continue 
the existing regulatory structure with respect to brokers and 
dealers effecting transactions solely in municipal securities 
until the Commission is in a position to consider and approve 
appropriate recordkeeping and preservation rules for such 
brokers and dealers. Accordingly, the Commission hereby 
extends the aforementioned interpretations of Rules 17a-3, 
17a-4 and 17a-11(c) until October 1, 1976. 


By the Commission. 


George A Fitzsimmons 
Secretary 





' Securities Acts Amendments of 1975, Pub. L. No. 94-29, 
§14, 89 Stat. 137 (June 4, 1975), formerly ch. 404, §17, 48 
Stat. 897 (1934). 

2 The Commission calls attention to Securities Exchange Act 
Release No. 11935 (Dec. 17, 1975), wherein the Commis- 
sion amended Rule 17a-4 to require brokers and dealers fil- 
ing Parts II or I1A of Form X-17A-5 to make and keep certain 
additional books and records. 


3 Securities Exchange Act Release No. 11854, at 22-23 
(Nov. 20, 1975). 


4 Id. at 23. 
5 fd. at 24-25. 
8 fd. at 23, 26-27. 


7 Securities Exchange Act Release No. 12021 (Jan. 15, 
1976). 


® Securities Exchange Act Release No. 12288 (March 31, 
1976). 


® Rule 19b-4 Filing No. MSRB-76-4 (April 8, 1976). 


‘41 Fed. Reg. 18175 (April 30, 1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12497/June 1, 1976 


Administrative Proeeding 
File No. 3-4770 


ORDER IMPOSING REMEDIAL SANCTIONS 
In the Matter of 


CHARTERED NEW ENGLAND CORP. 
MILTON BOMBACK 

ROBERT L. SCHEINMAN 

ROBERT L. GARDNER 


In these broker dealer proceedings’ under the Securities Ex- 
change Act of 1934 (“Exchange Act’) respondents 
Chartered New England Corp. ("Chartered"), Milton Bom- 
back (‘Bomback’’), Robert L. Scheinman (‘Scheinman’), 
and Robert L. Gardner (“Gardner’’) have submitted an offer 
of settlement, without admitting or denying the allegations 
in the Order for Proceedings, which the Commission has 
determined to accept. 


On the basis of the Order for Proceedings and the offer of 
settlement it is found that Chartered, Bomback, Scheinman 
and Gardner willfully violated and willfully aided and abetted 
violations of Sections 5(a), 5(c) and 17(a) of the Securities 
Act of 1933 (“Securities Act’) and Section 10(b) of the Ex- 
change Act and Rule 10b-5 thereunder in connection with 
the sale of securities of Audio Media Corp. 


On the basis of the Order of Proceedings and the offer of 
settlement it is found that it is in the public interest to order 
the undertakings specified in the offer of settlement. 


Accordingly, IT 1S ORDERED that: 
A. Chartered shall: 


1. for a period of nine months from the effective date 
of this Order, not engage in any offering of any 
securities provided, however, that Chartered may par- 
ticipate in selling groups with respect to the following 
securities: United States government obligations, 
municipal bonds and rated corporate bonds; 


2. not engage in any offering of securities pursuant to 
the Regulation A exception under the Securities Act of 
1933; 


3. for a period of twelve months from the effective 
date of this Order, not issue market letters; 


4. for a period of three months from the effective date 
of this order, not engage in any activities as a broker or 
dealer except for the following: 


a. liquidating existing long or short positions in 
securities held in customer accounts, unsolicited tran- 
sactions on behalf of customers in securities listed on 
national securities exchanges, and trading for the one 
discretionary account which has been identified to the 
Division of Enforcement of the Commission; provided, 
however, that with respect to any such transaction, no 
customer's account for which any such transaction is 
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made will be charged more than 50% of the com- 
missions, fees, compensation, mark ups or mark 
downs customarily and ordinarily charged, which 
amount, in the best judgment of the Respondents, ap- 
proximates Chartered’s costs with respect to such 
transactions: 


b. commodities trading which does not involve 


1. not participate in or receive any profits of 
Chartered attributable to the nine month period 
following the effective date of this Order provided, 
however, that he may receive a salary and com- 
missions; 


2. for a period of six months from the effective date of 
this Order, not be associated with a broker or dealer in 





securities; a supervisory capacity provided, however, that he may *@ 
continue in his capacity as a shareholder, director and 
c. market-making in the one security in which officer of Chartered; and 
Chartered is presently generally the sole market- - 
maker; 3. take 50 hours of courses related to the professional 
responsibilities and standards of brokers and dealers 
d. trading for the firm's account provided, however, within a period of six months from the effective date of 
that such transactions are made on a_ national this Order. cee 
securities exchange or through another dealer; 
D. Chartered, Bomback, Scheinman and Gardner shall, each 
5. a. retain a special counsel who shall individually, deliver to the Division of Enforcement, at the 
end of the nine month period from the effective date of this 
(i) make an initial review of Chartered’s practices and Order, an affidavit stating therein that they have complied 
procedures for compliance with the federal securities with the foregoing provisions of this Order. Chartered shall 
laws and make recommendations with respect to submit to the Division of Enforcement, at the end of the nine or 
changes or additions to such practices and procedures month period from the effective date of this Order, a copy of ,. 
where appropriate to assure compliance with such the recommendations of the special counsel and an affidavit 
laws; stating that Chartered has complied with the provisions of 
paragraph A5 above with respect to the retention of a 
(ii) consult and advise Chartered as appropriate; special counsel and adoption of his recommendations, and : 
stating those acts taken to comply therewith. 
(iii) recommend the appointment of a competent and ‘ 
knowledgeable person who shall assure Chartered’s FURTHER ORDERED that (i) these proceedings shall remain a | 


compliance with the federal securities laws and 
prepare a description of the functions of said person 
including the review, on at least a weekly basis, of 
such securities transactions of Chartered as may be 
necessary to assure compliance with such laws; 


will be permanent: 


3. for a period of 12 months from the effective date of 
this Order, not issue market letters. 


open until such time as all of the actions set forth above 
have been complied with, (ii) if any Respondent fails to com- 
ply with this Order, after notice and hearing further orders 
may be issued and sanctions imposed which may be found 
appropriate with respect to said Respondent, (iii) such hear- 
ing shall be limited to issues relating to said Respondent's 





Admin. Proc. File No. 3-4981 
In the Matter of 


ANDREW P. GEISS 
4888 East Oxford 





b. adopt, implement and maintain such practices and compliance with this Order and the appropriateness of any a 
procedures as recommended by said special counsel further relief in the event of a finding that said Respondent 
and retain said compliance officer as described in has not complied with this Order and (iv) all findings made 
paragraph A Saliii) above. herein shall be binding for purposes of such hearing. 
: ; This order shall be effective at the opening of business on 
- Bomback, Gardner and Scheinman shall: the second Monday after the date of this order. 

: eR 
1. for a period of three months from the effective date For the Commission by its Secretary, pursuant to delegated 
of this Order, not engage in activities with or on behalf authorit 

; y. 

of a broker or dealer except that they may engage in 
those activities on behalf of Chartered which ‘ti 

: George A. Fitzsimmons 
Chartered is permitted to engage in, as provided Sacorry 
above; 
2. for a period of nine months from the effective date A.) 
of this Order, not act as underwriters r assist in any un- 
derwriting or selling of any offering of securities, . 
provided, however, that they may participate on behalf 
of Chartered in the selling groups in which Chartered 
is permitted to participate, as provided above, and that SECURITIES EXCHANGE ACT OF 1934 
with respect to offerings under the Regulation A ex- Release No. 12498/June 1, 1976 
ception to the Securities Act of 1933 the restriction B 





C. Scheinman shall: 
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Englewood, Colorado 80110 
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STANLEY ROGER SEMIN 
6701 East Brown Place 
Denver, Colorado 80224 


FINDINGS AND ORDER 
SANCTION 


IMPOSING REMEDIAL 


In these broker-dealer proceedings under the Securities Ex- 
change Act,’ Stanley Roger Semin and Andrew P. Geiss 
registered representatives of Douglass and Co.., Inc., have 
submitted offers of settlement which the Commission has 
determined to accept. Without admitting or denying the 
allegations in the Order for Proceedings, respondents con- 
sent to findings of violations as alleged in that order and to 
the imposition of specified sanctions.” 


On the basis of the order for proceedings and the offers of 
settlement, it is found that: 


1. Semin and Geiss wilfully violated and wilfully aided 
and abetted violations of Sections 5(a) and 5(c) of the 
Securities Act of 1933 in the offer to sell, sale and 
delivery after sale of shares of the common stock of 
Polaris Mining Company and wilfully violated Sections 
5(a) and 5(c) of the Securities Act of 1933 in the offer, 
sale and delivery after sale of securities of Oil and 
Minerals Venture Capital, fractional undivided in- 
terests in mineral rights and investment contracts 
when no registration statement was filed with the 
Commission or in effect as to such securities pursuant 
to the Securities Act of 1933. 


2. During the period from on or about October 17, 
1973 to February, 1975, Semin and Geiss wilfully 
violated and wilfully aided and abetted violations of 
Section 17(a) of the Securities Act of 1933 and Sec- 
tion 10(b) of the Exchange Act and Rule 10b-5 
thereunder in connection with offering, selling, 
purchasing and affecting transactions in securities of 
Polaris Mining Company. 


in view of the foregoing, it is in the public interest to impose 
the sanctions to which respondents have consented. 


Accordingly, it is ordered that Stanley Roger Semin be 
suspended for a period of 60 days and Andrew P. Geiss be 
suspended for a period of 90 days from being associated 
with any broker-dealer, each such suspension to commence 
on the opening of business on the second Monday after the 
date of this Order. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





‘In the Matter of Douglass and Co., Inc. instituted March 3, 
1976. 


2 The findings herein are not binding on any other respon- 
dent named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12499/June 1, 1976 


Admin. Proc. File No. 3-4710 
In the Matter of 


BRAMWELL, CHANDLER, JOHNSON & CO. 
102 West Church Street 
Marshalltown, lowa 


WILLIS K. BRAMWELL 
ROBERT R. CHANDLER 
KENT W. JOHNSON 
102 West Church Street 
Marshalltown, lowa 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities Ex- 
change Act," Bramwell, Chandler, Johnson & Co. (the 
Registrant), a registered broker-dealer, and Willis K. 
Bramwell, Robert R. Chandler, and Kent W. Johnson, of- 
ficers and directors of the Registrant, have submitted offers 
of settlement without admitting or denying the allegations in 
the order for proceedings, which the Commission has deter- 
mined to accept. 


On the basis of the order for proceedings and the 
Registrant's offer of settlement, it is found that the 
Registrant wilfully violated and wilfully aided and abetted 
violations of Section 17(a) of the Securities Act of 1933 and 
Section 10(b) of the Securities Exchange Act and Rule 10b- 
5 thereunder, and wilfully violated section 15(b) of the 
Securities Exchange Act and Rule 15b3-1 thereunder, and 
failed reasonably to supervise, with a view to preventing said 
violations, persons who where subject to its supervision and 
who committed said violations. 


On the basis of the order for proceedings and the offer of 
settlement submitted by Branwell, Chandler and Johnson, it 
is found that Bramwell, Chandler and Johnson wilfully 
violated and wilfully aided and abetted violations of Section 
17(a) of the Securities Act of 1933 and Section 10(b) of the 
Securities Exchange Act and Rule 10b-5 thereunder, and 
wilfully aided and abetted violations of Section 15(b) of the 
Securities Exchange Act and Rule 15b3-1 thereunder. 


It is further found that it is in the public interest to impose 
the sanctions specified in the offers of settlement. 


Accordingly, IT 1S ORDERED that: 


(1) The registration as a broker-dealer of Bramwell, 
Chandler, Johnson & Co. be, and hereby is, suspended 
for a period of six months, effective at the opening of 
business on the second Monday after the date of this 
order; after the period of suspension has expired, the 
Registrant will withdraw its registration as a broker- 
dealer; 


(2) Willis K. Bramwell, Robert R. Chandler, and Kent 
W. Johnson be, and there hereby are, suspended from 
association with any broker-dealer, investment ad- 
viser, or investment company for 60 days effective at 
the opening of business on the second Monday after 
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the date of this order, provided, however, that the 
suspensions of Robert R. Chandler and Kent W. John- 
son shall run consecutively; and that thereafter, 
Bramwell, Chandler, and Johnson be, and they hereby 
are, barred from association with a broker-dealer, in- 
vestment adviser or investment company in a super- 
visory or proprietary capacity, provided that after 18 
months from the date of this order, they may apply to 
the Commission to become associated in a super- 
visory or proprietary capacity. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





* In the matter of Bramwell, Chandler, Johnson & Co., in- 
stituted July 30, 1975. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12500/June 1, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGES BY 
THE MIDWEST SECURITIES TRUST COMPANY AND THE 
MIDWEST CLEARING CORPORATION 


(File Nos. SR-MSTC-76-7 and SR-MCC-76-3) 


The Midwest Securities Trust Company (‘“MSTC”) and the 
Midwest Clearing Corporation (“MCC”) submitted on May 
25, 1976 proposed rule changes, pursuant to Rule 19b-4 
under the Act, amending their fee schedules by eliminating 
charges for trade-for-trade settlements and the Participant 
Delivery Program in order to further competition. In order to 
compensate for the revenues eliminated, MSTC and MCC 
also propose to increase their charges for Deposit Delivery 
Instructions, deposits, and custodial services. 


The foregoing rule changes have become effective, pursuant 
to Section 19(b)(3) of the Securities Exchange Act of 1934. 
At any time within sixty days of the filing of such proposed 
rule changes, the Commission may summarily abrogate such 
rule changes if it appears to the Commission that such ac- 
tion is necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submissions is expected to be made in the 
Federal Register during the week of June 7, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submissions within three 
weeks from the date of publication in the Federa/ Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Reference should be 
made to File Nos. SR-MSTC-76-7 and SR-MCC-76-3. 


Copies of the submissions and of all written comments will 
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be available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filings will also be available 
at the principal offices of the above-mentioned self- 
regulatory organizations. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT 
Release No. 12501/June 1, 1976 


Administrative Proc. File No. 3-5025 
In the Matter of 


ALVIN LESTER SITOMER 
2455 East Sunrise Boulevard 
Fort Lauderdale, Flordia 


STEPHAN JOEL SITOMER 
Suite 613 

2455 East Sunrise Boulevard 
Fort Lauderdale, Florida 


ORDER INSTITUTING PROCEEDING AND DENYING THE 
PRIVILEGE OF PRACTICING BEFORE THE COMMISSION 


In connection with a pending injunctive action, defendants 
Alvin Lester Sitomer and Stephan Joel Sitomer have sub- 
mitted offers of settlement for the express purpose of resolv- 
ing not only the civil action, but, also any administrative 
proceeding which might be commenced pursuant to Rule 
2(e) of the Rules of Practice of the Commission based upon 
the matters set forth in the complaint. The Commission has 
determined to accept the offers of settlement. Alvin Lester 
Sitomer and Stephan Joel Sitomer (sometimes hereinafter 
collectively referred to as respondents) were partners in the 
now defunct law firm of Sitomer, Sitomer & Porges. Solely 
for the purposes of settlement, and without admitting or 
denying any facts alleged in the injunctive action 
respondents have consented to the institution of 
proceedings pursuant to Rule 2(e) of the Commission's 
Rules of Practice, to the findings and sanctions set forth 
below. 


Accordingly, IT |S ORDERED that proceedings be, and they 
hereby are, instituted against Alvin Lester Sitomer and 
Stephan Joel Sitomer, pursuant to Rule 2(e) of the Com- 
mission's Rules of Practice. 


Based upon the respondents offers of settlement, it is found 
that Alvin Lester Sitomer and Stephan Joel Sitomer have 
been permanently enjoined by the United States District 
Court for the Southern District of New York from violating 
Sections 5(b), 7 and 17(a) of the Securities Act of 1933, and 
Rules 408 and 463 thereunder, Sections 10(b) and 13(a) of 
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the Securities Exchange Act of 1934 and Rules 10b-5 and 
13a-13 thereunder in SEC v. Sitomer, Sitomer & Porges, et 
al, 73 Civil 4508 (CHT) (S.D.N.Y.). The defendants con- 
sented to the entry of the judgment without admitting or 
denying the allegations in the complaint. The judgment was 
entered on May 18, 1976. 


It is in the public interest to impose the sanctions specified 
in the offers of settlement. 


Accordingly, IT IS ORDERED that: (1) Alvin Lester Sitomer 
be, and he hereby is, permanently disqualified from appear- 
ing or practicing before this Commission; 


(2)(A) Stephan Joel Sitomer be, and he hereby is denied the 
privilege of practicing before the Commission, in any way, 
and defining practice before the Commission as (i) prepara- 
tion and filing with the Commission on behalf of any persons 
of documents required under the Federal Securities Law 
(Securities Act of 1933, Securities Exchange Act of 1934, 
Trust Indenture Act of 1939, Investment Company Act of 
1940, Investment Advisers Act of 1940, Public Utility 
Holding Company Act of 1935, all as amended): (ii) prepar- 
ing and issuing written or oral legal opinions with respect to 
matters involving or relating to the Federal Securities Laws 
where such matters are not the subject of litigation pending 
or to be pending any court; (iii) appearing before the Com- 
mission on behalf of any person in any investigative or ad- 
ministrative proceeding and (iv) consulting with the Com- 
mission or its staff in connection with any of the foregoing; 
(2)(B) Providing that after the expiration of three years from 
October 19, 1973, Stephan Sitomer shall have the right to 
apply to have his privilege of practicing before the Commis- 
sion reinstated, by requesting reinstatement in writing and 
by transmitting with such request: 


(i) a sworn statement stating the following: 


(a) That at the time reinstatement is requested, no 
proceeding is pending against him by any state or 
local bar association or by any governmental agency 
alleging violations of law (not including traffic laws or 
ordinances) or the Code of Professional Responsibility, 
except as he should otherwise indicate. 


(b) the nature of any proceeding which may have 
been brought against him by any state or local bar 
association or by any governmental agency which has 
resulted in a finding that he has violated any law (not 
including traffic laws or ordinances) or the Code of 
Professional Responsibility. 


(c) that during the period from October 1, 1973 
through the date of such statement he has not prac- 
ticed before the Commission. 


(d) that if the request for reinstatement is granted, 
and until such time as the requirement of supervision 
is removed upon further application pursuant to Rule 
2(e)(4)(i) of the Commission’s Rules of Practice, all 
practice by him before the Commission will be under 
the supervision of an attorney who himself has not 
been denied the privilege to practice before the Com- 
mission. 


(e) the name of the attorney who will supervise his 


practice before the Commission (hereinafter referred 
to as the “supervising attorney’). 


(f) the supervising attorney's education and ex- 
perience. 


(g) that nature of the relationship between him and 
the supervising attorney. 


(ii) An affidavit from the supervising attorney to the effect 
that he has read the sworn statement submitted by Stephan 
Sitomer referred to above, that he believes it to be true and 
correct, and stating that he will use reasonable efforts to 
supervise Stephan Sitomer’s practice before the Commis- 
sion until such time as the requirement of supervision shall 
be removed. 


(iii) Certificates of good standing, or similar documentation, 
issued by the appropriate authority in each jurisdiction in 
which Stephan Sitomer is licensed to practice law, stating 
that Stephan Sitomer is an attorney duly licensed in good 
standing in such jurisdiction. 


2(C) Providing that, the application for reinstatement under 
supervision may be granted by the Commission if all the 
terms and conditions set forth in subparts (i) through (iii) 
above have been met and no information has come to the 
attention of the Commission that: 


(i) is contrary to the information transmitted by 
Stephan Sitomer to the Commission with his applica- 
tion for reinstatement; 


(ii) would adversely bear upon Stephan Sitomer’'s 
fitness to practice before the Commission; provided, 
however, that information concerning or arising out of 
the facts and circumstances which gave rise to the ac- 
tion or the proceeding shall not be considered by the 
Commission as the sole basis for determining whether 
the application for reinstatement should be granted. 


2(D) And providing that, the Commission shall act upon 
Stephan Sitomer’s application for reinstatement within 60 
days after receipt thereof. If Stephan Sitomer’s application 
for reinstatement is denied, upon the written demand of 
Stephan Sitomer, he shall be entitled to a prompt hearing 
before the Commission. Prior to such hearing, Stephan 
Sitomer shall be provided with a statement of the reason for 
which his application for reinstatement was denied. At all 
times during the pendancy of such hearing and until Stephan 
Sitomer’s application for reinstatement shall be granted by 
the Commission, Stephan Sitomer shall not be entitled to 
practice before the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 12502/June 2, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
BOSTON STOCK EXCHANGE 


File No. SR-BSE-76-9 


The Boston Stock Exchange (the BSE’) submitted on May 
4, 1976, and amended and corrected on May 27, 1976, a 
proposed rule change under Rule 19b-4 to provide for the 
regulation of short sales effected on the BSE. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 7, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule change or institute proceedings to deter- 
mine whether the proposed rule change should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-BSE-76-9. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1974 
Release Nu. 12503/June 2, 1976 


The Securities and Exchange Commission, pursuant to Sec- 
tion 12(k) of the Securities Exchange Act of 1934 as 
amended (‘Exchange Act’), announced the temporary 
suspension of exchange and over-the-counter trading for a 
ten-day period commencing at 1:45 p.m. (EDT) on June 2, 
1976 and terminating at midnight (EDT) on June 11, 1976 
of all securities of the following issuers which have failed to 
file with the Commission at least one recent Form 10-K an- 
nual report: 


PENN FRUIT COMPANY, INC., Philadelphia, Penn- 
sylvania 


MACMILLAN RING-FREE OIL CO., INC., New York, 
New York 


TELMONT CORP., St. Paul, Minnesota 
786/SEC DOCKET 


RIVERSIDE PROPERTIES, Jacksonville, Florida 
PREL CORP., Saddlebrook, New Jersey 
WESTON INTERNATIONAL CORP., Rockville, Maryland 


The Commission initiated the subject suspensions because 
the subject issuers failed to comply with the reporting 
provisions of the Exchange Act resulting in the lack of 
current and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that pursuant to Rule 15c2-11 under the Exchange Acct, at 
the termination of the suspension, no quotation may be 
entered unless and until they have strictly complied with all 
of the provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with said 
rule, he should not enter any quotation but immediately con- 
tact the staff of the Securities and Exchange Commission, 
Division of Enforcement in Washington, D. C. If any broker 
or dealer is uncertain as to what is required by Rule 15c2- 
11, he should refrain from entering quotations relating to the 
securities in question until such time as he has familiarized 
himself with said rule and is certain that all of its provisions 
have been met. If any broker or dealer enters any quotation 
which is in violation of said rule, the Commission will con- 
sider the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12504/June 2, 1976 


In the Matter of The Application for Registration as a Clear- 
ing Agency of 


NATIONAL SECURITIES CLEARING CORPORATION 
55 Water Street 
New York, New York 10041 


(File No. 600-15) 


LETTER FROM THE COMMISSION STAFF TO NATIONAL 
SECURITIES CLEARING CORPORATION 


On March 29, 1976, National Securities Clearing Corpora- 
tion (““NSCC”) filed with the Commission an application for 
registration as a clearing agency and submitted additional 
materials for the Commission to consider. On April 5, 1976, 
the Commission published notice of the filing and solicited 
public comments until May 17, 1976 (Securities Exchange 
Act Release No. 12274, March 29, 1976). On May 28, 
1976, the Commission announced (i) the institution of 
proceedings, including hearings, to determine whether to 
grant or deny the application of NSCC for registration as a 
clearing agency and (ii) extension of the period for the 
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receipt of public comments on NSCC’s application for 
registration (Securities Exchange Act Release No. 12489, 
May 28, 1976). 


Today, the staff has sent the following letter to Jack Nelson, 
President of NSCC. 


Dear Mr. Nelson: 


As you are aware, in connection with the application of 
National Securities Clearing Corporation (“NSCC”) for 
registration as a clearing agency, the Commission has in- 
stituted a proceeding pursuant to Section 19(a)(1)(B) of the 
Securities Exchange Act of 1934 to determine whether 
registration should be granted or denied. As part of the 
proceeding, the Commission will conduct hearings commen- 
cing on June 16, 1976, at which the staff expects to elicit 
testimony concerning issues raised in Exchange Act Release 
No. 12489 (May 28, 1976). While the staff anticipates that 
NSCC will participate in the hearings and will address itself 
to the issues raised in Release No. 12489, there are a 
number of questions peculiar to NSCC which the staff would 
like to explore. Accordingly, we request NSCC to provide 
written responses to the following questions prior to the 
conclusion of the hearings: 


1. Describe in detail the methods used in developing 


sent members of ASECC, NCC and SCC have to make 
as a result of the operational combination described in 
NSCC’s application? 


7. Identify, and describe the business mix of, the en- 
tities used in arriving at industry cost savings cited in 
NSCC’s application in support of combining the 
operations of ASECC, NCC and SCC. How did NSCC 
derive the “industry wide figures’ against which the 
industry cost figures cited in the application were 
checked? The application states that $2.8 million 
could be saved by closing the New York offices of 
twelve regional firms whose headquarters offices are 
located in cities currently served by branch facilities of 
NCC which NSCC would continue to operate. 
Describe the business mix of the twelve firms, the way 
the amount of their savings was derived and whether 
the firms’ New York offices are maintained solely to 
facilitate clearing? 


Should you have any questions concerning the 
matters raised in this letter, please contact me. 


Very truly yours, 


Anthony C. J. Nuland 
Assistant Director 


and allocating the cost figures used in the “Justifica- 
tion for Consolidation of New York Clearing Facilities” 
submitted as part of NSCC’s Application. 


2. We understand that during the heavy processing 
volume of January and February, 1976, clearing 
reports issued by the Securities Industry Automation 
Corporation (“SIAC”) for American Stock Exchange 
Clearing Corporation (“ASECC”) and Stock Clearing 
Corporation (“SCC”) were late on several occasions. 
Have the problems which caused the late reports been 
resolved? If the operations of ASECC, SCC and 
National Clearing Corporation (“NCC”) are combined 
as described in NSCC’s application, would SIAC be 
able to process accurately transactions currently 
processed by the three clearing entities at sustained 
heavy volume levels such as those which occurred in 
January and February, 1976? 


3. What are the charges for those services currently 
provided by ASECC, NCC and SCC which NSCC in- 
tends to provide after the operational combination 
described in NSCC’s application, and what does NSCC 
anticipate charging for those services? 


4. Will the amounts NSCC intends to charge for its 
services be the same for all categories of participants 
or will different categories of participants be charged 
differently for the same services? 


5. How was the determination made to award the 
NSCC processing contract to SIAC and why was the 
contract not awarded through competitive bidding? As 
an alternative, did NSCC consider performing its own 
processing? 


6. What operational and other adjustments will pre- 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12505/June 2, 1976 


The Commission announced that its most recent summary 
suspension of trading in the securities of Continental Ven- 
ding Machine Corp. securities expires today, June 2, 1976, 
and will not be extended. The Commission noted that the 
court order confirming the plan of reorganization of Con- 
tinental pursuant to Chapter X of the Bankruptcy Act has 
become final. Under the plan, which provides for the liquida- 
tion of Continental, its common stock has been declared 
worthless and the shareholders of that stock will not par- 
ticipate in the distribution of the company’s remaining 
assets. In this regard, pursuant to further order of the U.S. 
District Court for the Eastern District of New York, the 
Chapter X Trustee has been relieved of all obligation to 
provide registration and transfer services for the company’s 
securities. The plan of reorganization establishes procedures 
for a limited participation by public holders of the company’s 
6% Convertible Subordinated Debentures. Inquiries concer- 
ning the rights of the debentureholders under the plan 
should be addressed to Counsel for the Trustee, Joseph 
Marcheso, Esquire, 1251 Avenue of the Americas (Suite 
1010), New York, New York 10020. 
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The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the Trustee. Furthermore, the attention of brokers 
and dealers is directed to the anti-fraud and anti-manipulative 
provisions of the federal securities laws and the fact that 
Rule 15c2-11 under the Act provides that, at the termina- 
tion of the trading suspension, no quotation may be entered 
unless and until they have strictly complied with all of the 
provisions of said rule. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12506/June 2, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5715/June 2, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12507/June 3, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5716/June 3, 1976 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 12508/June 3, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGES BY 
PACIFIC STOCK EXCHANGE, INCORPORATED 


File No. SR-PSE-76-8 


The Pacific Stock Exchange, Incorporated (“PSE”) formally 
submitted, on February 13, 1976 proposed rule changes un- 
der Rule 19b-4 to permit the trading of put option contracts 
(“puts”) on PSE. According to PSE, the trading of puts 
would be accomplished on much the same basis currently 
applied to trading of call option contracts (“calls”) on that 
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exchange. PSE has stated that the purpose of the proposed 
rule change is to provide a self-regulatory framework for the 
trading of puts on that exchange. 


The Commission has not heretofore approved the trading of 
puts on any exchange on which call options are currently 
traded. 


PSE’s proposal involves the revision of many of its rules 
governing the trading of calls, as well as interpretations and 
policies relating thereto, to adapt them to the trading of 
puts. PSE’s submission further mentions its understanding 
that The Options Clearing Corporation is preparing a single 
prospectus which will apply to both puts and calls. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 7, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within 30 days 
from the date of publication in the Federa/ Register. Persons 
desiring to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securities 
and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to file 
No. SR-PSE-76-8. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12509/June 3, 1976 


A notice has been issued giving interested persons until 
June 13 to request a hearing on an application of the Cincin- 
nati Stock Exchange for unlisted trading privileges in the 
common stock of the following companies: 


CHAMPION HOME BUILDERS, INC. 
EMERSON ELECTRIC COMPANY 
RALSTON PURINA COMPANY 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12510/June 3, 1976 
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The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 ("Exchange Act’) the ten day suspension of exchange 
and over-the-counter trading for the period commencing at 
10:00 a.m. (EDT) on June 3, 1976 and continuing through 
midnight (EDT) on June 12, 1976 of the securities of 
Government Employees Insurance Company (‘GEICO”), a 
casualty insurance company with its principal executive of- 
fices located in Chevy Chase, Maryland. 


The Commission ordered the suspension of trading in 
GEICO’s securities at the request of the company in view of 
the announcement issued by the Superintendent of In- 
surance for the District of Columbia that the Superintendent 
had called a meeting of 16 insurance companies to ask them 
to participate in a program to provide additional resources to 
GEICO. The Superintendent indicated that during the 
meeting he had distributed financial and operating plans of 
GEICO’s new management. 


The Commission intends to review the situation during the 
10 day period to determine any necessary clarifications. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the trading suspension no quotation may 
be entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in 
Washington, D.C. If any broker or dealer is uncertain as to 
what is required by Rule 15c2-11, he should refrain from 
entering quotations relating to the securities in question un- 
til such time as he has familiarized himself with said rule and 
is certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in violation of 
said rule, the Commission will consider the need for prompt 
enforcement action. 


If any person adversely affected by such suspension or who 
would be adversely affected by the renewal of the suspen- 
sion desires to show that such suspension is not necessary 
in the public interest or for the protection of investors, he 
may petition the Commission that it not renew the suspen- 
sion. Such petition should be filed with the Commission in 
accordance with the procedure set forth in Securities Ex- 
change Act Release No. 12361 dated April 22, 1976. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12511/June 3, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGES BY 
STOCK CLEARING CORPORATION OF PHILADELPHIA 


(File No. SR-SCCP-76-2) 


The Stock Clearing Corporation of Philadelphia (“SCCP”) 
submitted on May 25, 1976 a series of proposed rule 
changes under Rule 19b-4 clarifying the status of SCCP’s 
liens on stock carried in SCCP’s members’ accounts in order 
to comply with Rules 8c-1(g) and 15c2-1(g) under the 
Securities Exchange Act of 1934. SCCP also proposes 
procedures whereby SCCP members may use the depository 
facility of SCCP to hypothecate securities with participating 
banks by means of book entry pledges. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 7, 1976. In order 
to assist the Commission to determine whether to approve 
the proposed rule changes or institute proceedings to deter- 
mine whether the proposed rule changes should be disap- 
proved, interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written sub- 
missions should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-SCCP-76-2. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12512/June 3, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
NEW YORK STOCK EXCHANGE, INC. (File No. SR-NYSE- 
76-29) 


The New York Stock Exchange, Inc. (the “NYSE’’) submitted, 
on April 30, 1976, proposed rule changes to provide for the 
transfer of the clearing agency business of the Stock Clear- 
ing Corporation (“SCC”), the NYSE’s wholly-owned clearing 
subsidiary, to the National Securities Clearing Corporation 
(“NSCC”). The rule changes would permit the effectutation 
of a plan, incorporated in agreements among the NYSE, 
SCC, NSCC and others, pursuant to which SCC would 
become a Division of NSCC. 


Publication of the submission is expected to be made in the 
Federal Register during the week beginning June 7, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
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one days. from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-NYSE-76-29. 


Copies of the submission, with accompanying exhibits, and 
of all written comments will be available for public inspec- 
tion at the Securities and Exchange Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, D. C. 
Copies of the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12513/June 3, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
DEPOSITORY TRUST COMPANY (File No. SR-DTC-76-4) 


On April 29, 1976, The Depository Trust Company (“DTC”) 
submitted a proposed rule change pursuant to Rule 19b-4 
under the Securities Exchange Act of 1934 (the ‘‘Act’’). The 
rule change would: (i) make technical changes in prepara- 
tion for the proposed acquisition by the National Securities 
Clearing Corporation of the American Stock Exchange Clear- 

. ing Corporation, National Clearing Corporation and Stock 
Clearing Corporation, and (ii) delete all references to Carlisle 
De Coppet & Co. as a Special Representative. 


Publication of the submission is expected to be made in the 
Federal Register beginning June 7, 1976. Interested per- 
sons are invited to submit written data, views and 
arguments concerning the submission within twenty-one 
days from the date of publication in the Federa/ Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Reference should be 
made to File No. SR-DTC-76-4. 


Copies of the submission, with accompanying exhibits, and 
of all written comments will be available for public inspec- 
tion at the Securities and Exchange Commission's Public 
Reference Room,’1100 L Street, N.W., Washington, D. C. 
Copies of the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 12514/June 3, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGES BY 
THE OPTIONS CLEARING CORPORATION (File No. SR- 


OCC-76-3) 


The Options Clearing Corporation (“OCC”) submitted on 
May 25, 1976 proposed rule changes pursuant to Rule 19b- 
4 under the Act amending certain net capital and reporting 
requirements for clearing members. 


The rules to be amended are OCC Rules 301-308. The 
proposed rule changes would establish initial net capital re- 
quirements for clearing member applicants; minimum net 
capital maintenance requirements for certain clearing 
members; early warning notice requirements for certain 
clearing members; and probibitions against withdrawals of 
capital from clearing member organizations in certain 
situations. In addition, the proposed rule changes would 
conform OCC’s reporting requirements to those imposed by 
SEC Rule 17a-5, as amended, and OCC’s requirements with 
respect to the computation of net capital and aggregate in- 
debtedness to those imposed by SEC Rule 15c3-1, as 
amended. 


Publication of the submission is expected to be made in the 
Federal Register during the week of June 7, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty- 
one days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference should 
be made to File No. SR-OCC-76-3. 


Copies of the submission, with accompanying exhibits, and 
of all written comments will be available for public inspec- 
tion at the Securities and Exchange Commission's Public 
Reference Room, 1100 L Street, N. W., Washington, D. C. 
Copies of the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 12515/June 3, 1976 


Admin. Proc. File No. 3-4578 
In the Matter of the Application of 
GENERAL SECURITIES CORPORATION 


3021 North 39th Street 
Phoenix, Arizona 
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and 
EDWARD LOVELLETTE 


For Review of Disciplinary Action Taken by the NATIONAL 
ASSOCIATION OF SECURITIES DEALERS, INC. 


FINDINGS, OPINION AND ORDER DISMISSING REVIEW 
PROCEEDINGS 


REGISTERED SECURITIES ASSOCIATION—REVIEW OF 
DISCIPLINARY PROCEEDINGS 


Violations of Rules of Fair Practice 


Failure to Comply with Net Capital, Reporting and 
Recordkeeping Requirements 


In proceedings for review of action of registered securities 
association expelling member and barring its vice president 
from association with any member as a principal or in a 
supervisory or managerial capacity, association's findings of 
violations of its rules based on failure to comply with Com- 
mission’s net capital, reporting and recordkeeping re- 
quirements sustained in part, and review proceedings dis- 
missed. 


APPEARANCES: 
Ronald W. Meyer, for applicants. 


Andrew McR. Barnes, for the National Association of 
Securities Dealers, Inc. 


General Securities Corporation, a member of the National 
Association of Securities Dealers, Inc. (‘“NASD” or 
Association’), and Edward Lovellette, a registered principal 
and vice president of the firm, seek review of disciplinary ac- 
tion taken against them by the NASD. 


The NASD found that applicants violated Article III, Section 
1 of its Rules of Fair Practice.' It expelled General from 
membership, censured Lovellette, and barred him from act- 
ing as principal or in a managerial or supervisory capacity 
with any of its members.” 


The basic facts are not in dispute * and are as found by the 
NASD, with the one exception noted below. From about 
August 1972 through May 1973, applicants continuously 
failed to file on time, or did not file at all, quarterly * and 
some monthly § financial reports, a monthly trial balance, ° a 
report of income and expenses, ’ and an annual report of 
financial condition.? Applicants also failed to post, between 
October 31, 1972 and January 9, 1973, their purchase and 
sale blotter, position record, general and customer ledgers 
and long and short securities differences. During the same 
period, trial balances and net capital computations were not 
prepared, ° and a quarterly securities box count was not 
made.'° Additionally, the NASD found that General, on Oc- 
tober 31 and November 30, 1972, had net capital deficien- 
cies of $2,953 and $2,191, respectively, which were not 
reported to us."' 


Finally, the NASD found that General violated our net capital 
rule because it was conducting a securities business at a 
time when its net capital was deficient. The evidence relied 


on for these findings establishes that there were net capital 
deficiencies as of October 31 and November 30, 1972, but 
it does not support findings that General executed any 
securities transactions at or about those dates.'? Indeed a 
review of the record shows that General in fact had no such 
transactions.'* A net capital violation, of course, entails the 
effecting of securities transactions in non-exempt securities 
at a time when a broker-dealer has inadequate net capital. 
Thus it is apparent that in the absence of transactions no net 
capital violations were committed as of October 31 and 
November 30.'* 


On the basis of an independent review of the record, we sus- 
tain the NASD’s other findings of violations. Accordingly, 
under Section 19(e) of the Act, we shall dismiss these 
review proceedings unless we find that the sanctions are ex- 
cessive or oppressive, as urged by applicants, having due 
regard for the public interest. 


Applicants stress circumstances they deem mitigative of 
their violations.'® These asserted mitigating factors relate 
primarily to the net capital deficiencies '* and the late 
filings.'7 But no such claim is made with respect to the 
recordkeeping deficiencies. '® 


With respect to the recordkeeping violations, which we 
deem central, '° we note that General had been subject to 
NASD action for recordkeeping deficiencies before 
Levellette became a registered principal with the firm. He 
was aware of thebe problems. Hence he should have been 
vigilant with respect to recordkeeping obligations. This 
lesson, however, escaped Lovellette. He turned recordkeep- 
ing responsibilities over to his brother, although the brother 
had no prior experience in securities work.2° Serious 
recordkeeping deficiencies thereafter mounted. Yet, when 
the situation came to Lovellette’s attention, he failed to 
secure compliance immediately. Instead, he went away on a 
month’s vacation.?" Our examination of the firm's records 
was in progress when Lovellette returned. 


Lovellette’s proprietorship of General remained conspicuous 
for its inattention to the firm’s recordkeeping and reporting 
obligations. We are compelled, thus, to note Lovellette’s ad- 
mission of renewed recordkeeping and filing deficiencies. 
When queried in April 1974 about General's current reports, 
Lovellette declared, “| have been negligent on some things 
still ....?2, and in May 1974 General suspended business 
because its reports and filings were not current. Lovellette 
sought to excuse the deficiencies. Applicants were, he ex- 
plained, “having an awful lot of trouble” with their accoun- 
tant.22 This admission and explanation underscore a dis- 
regard for Commission and NASD recordkeeping and report- 
ing requirements, and, with other testimony, show the inep- 
titude of Lovellette’s management. 


To the extent applicants made good faith efforts to comply 
with the provisions they are found to have violated, such ef- 
forts were not enough. The proprietor of a securities 
business must diligently and regularly attend to and perform 
the vital duties which were herein neglected. Although 
applicants’ efforts are mitigating factors to be weighed in 
their behalf, we believe the NASD’s sanctions afford a 
proper measure of leniency.”* No reduction is warranted by 
our setting aside the NASD’s findings of net capital 
violations. No fine was assessed, and the sanction imposed 
on Lovellette was appropriately tailored to fit his failings as a 
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manager and supervisor. His ability to continue as a 
salesman in the securities field was not impaired. 


Having due regard to the public interest, we cannot say that 
the sanctions imposed by the NASD are excessive or op- 
pressive. 


Accordingly, IT 1S ORDERED that these proceedings for 
review be, and they hereby are, dismissed. 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS, EVANS, and POLLACK). 


George A. Fitzsimmons 
Secretary 





'Section 1 of Article Ill requires the observance of “high 
standards of commercial honor and just and equitable prin- 
ciples of trade.” 


2 The NASD also assessed costs of $334. 


3 Applicants contend that the violations were not proved in 
that no testimony was adduced to substantiate the charges. 
Yet, we note that the “Broker-Dealer Examination Report’’ 
of one of our examiners, prepared after his field examination 
of General, is part of the NASD record before us. The 
material in that report supplies, in part, the factual basis for 
the NASD’s findings. And no objection was made by 
applicants to the accuracy of that information. Our examiner, 
furthermore, was present at the NASD hearing. But 
applicants had no questions about his report. 


4 NASD Form Q, required by the Association of its 
members. 


5NASD Form M, required by the Association of some 
members who retain customer funds and/or securities. 


® Section 17(a) of the Securities Exchange Act (‘the Act:;) 
and Rule. 17a-3 thereunder require the preparation of a 
record of all ledger accounts in the form of current trial 
balances at least once a month. 


7NASD Form 17A-10, required by the Association of its 
members, must be filed no later than March 31 of each year. 
It provides comprehensive financial data which is available 
to the Commission to assist the NASD in the performance of 
its responsibilities. 


® Form X-17A-5 is required by the Commission of every 
broker-dealer. It generally must be filed within 60 days of 
the date in each calendar year as of which financial condi- 
tion is reported. 


° These records are required by our Rule 17a-3, adopted un- 
der the Act. 


'©Rule 17a-13 under the Act requires certain exchange 
members and broker-dealers quarterly to examine, count 
and verify securities subject to their direction or control, to 
compare the count and verification results with their records, 
and to record any unresolved differences. 


"’ As required by Rule 17a-11 under the Act. Applicants fail- 
ed to give this Commission the required telegraphic notice 
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that General's net capital was deficient as of the end of Oc- 
tober and November 1972, and failed to file a report of 
General's financial condition for those months. 


'2 Section 15(c)(3) of the Act and Rule 15c3-1 thereunder in 
pertinent part prohibit securities transactions by a broker- 
dealer when it is not in compliance with net capital re- 
quirements. 


'S The record contains a Commission broker-dealer examina- 
tion report upon which, at least in part, the findings of net 
capital violations were based. That report shows that 
General had no transactions while it was not in compliance 
with net capital requirements. 


4 See Paul F. Newton & Company, Securities Exchange Act 
Release No. 9739 (August 24, 1972); Capital Securities 
Co., 43 S.E.C. 758, 759 (1968). 


'S The NASD's assistance with reporting and other problems 
was repeatedly sought. Applicants claim to have acted in 
reliance on NASD advice. And, when problems could not be 
immediately corrected, business was suspended for that 
purpose. 


‘6 It appears that an NASD staff member advised applicants 
that, for purposes of computing the firm's net capital, they 
could include a receivable claimed to be due in a trade with 
another broker-dealer. But the sum was not readily converti- 
ble into cash, and the deficiency is clear. 


‘7 Responsibility for a number of late filings is laid by 
applicants on the NASD’s shoulders. The Association 
allegedly misdirected required forms to an incorrect address. 
The NASD accepted this contention as an excuse for late 
filings of a monthly financial report and two monthly trial 
balance reports. However, applicants’ explanations were re- 
jected as to four other late filings with delays ranging from 
five weeks to almost seven months. In these instances, 
applicants fault others than the NASD for their omissions. 


‘8 The firm suspended business on several occasions in ef- 
forts to make its records current. Such voluntary suspen- 
sions for this purpose, however, while the proper course of 
action, neither excuse nor mitigate the violations. 


'8"The requirements that books be kept current and finan- 
cial reports be filed on time and in proper form are important 
and are a keystone of the surveillance of registrants and 
NASD members with which [the Commission] and the 
NASD are charged in the interest of affording protection to 
investors. It is obvious that full compliance with those re- 
quirements must be enforced... .”’ Olds & Co., 37 S.E.C. 23, 
26 (1956). 


20 Lovellette “put his [brother's] 1.0. awfully high’ and in Oc- 
tober 1972 entrusted to him General's recordkeeping 
responsibilities. Lovellette admits that in November he saw 
that his brother was not adequately handling the assign- 
ment. 


21 During vacation periods, Lovelette ‘‘would just put [a] stop 
[to his mail] with the post office and when [he] came back 
from vacation [he] would pick up a bundle of mail that had 
accumulated.” No provision was made for processing the 
firm’s mail in his absence. 





— 


22 Lovellette testified particularly that General's “audited 
financial statement’ had not been filed. He was apparently 
referring to the firm’s Form X-17A-5 for 1973. 


23 Lovellette’s brother no longer handled General's 
recordkeeping and reporting obligations. 


24 Subsequent to oral argument before us, applicants on two 
occasions submitted additional written argument and 
evidence. This included correspondence from the NASD, the 
fact of a change of accountants, and a successful NASD ex- 
amination completed in April 1975. We have considered 
this additional information in reaching our decision. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 12516/June 3, 1976 


In the Matter of 


BOSTON STOCK EXCHANGE, INC. 
53 State Street 
Boston, Massachusetts 02109 


(SR-BSE-76-7) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 17, 1976, the Boston Stock Exchange filed with 
the Commission, pursuant to Section 19(b) of the Securities 
Exchange Act of 1934 (the “Act’’), as amended by the 
Securities Acts Amendments of 1975, and Rule 19b-4 
thereunder, copies of a proposed rule change to define 
members, member organization, and associated persons 
pursuant to Section 3(a)(18) of the Securities Exchange Act 
of 1934 and to revise the qualifications of membership as 
required by the 1975 Amendments to the Act. 


Notice of the proposed rule change together with the terms 
of substance of the propsedo rule change was given by publi- 
cation of a Commission Release (Securities Exchange Act 
Release No. 12227 (March 17, 1976)) and by publication in 
the Federal Register (41 Fed. Reg. 12099 (March 23, 
1976)). On June 1, 1976 the Boston Stock Exchange, Inc. 
made certain technical revisions in the proposed rule 
change. 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes, and in particular, the requirements of Section 6 
and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change filed with the Com- 
mission on March 17, 1976, be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19547/May 28, 1976 


In the Matter of 


NORTHEAST UTILITIES 
West Springfield, Massachusetts 


NORTHEAST UTILITIES SERVICE COMPANY 

THE CONNECTICUT LIGHT AND POWER COMPANY 
THE HARTFORD ELECTRIC LIGHT COMPANY 
WESTERN MASSACHUSETTS ELECTRIC COMPANY 
HOLYOKE WATER POWER COMPANY 


(37-65) 


SUPPLEMENTAL ORDER REGARDING ISSUE AND SALE 
OF PROMISSORY NOTES TO BANK BY SERVICE 
COMPANY 


Northeast Utilities (‘Northeast’), a registered holding com- 
pany, and Northeast’s subsidiary companies, Northeast 
Utilities Service Company (“Service Company”), The 
Connecticut Light and Power Company, The Hartford Elec- 
tric Light Company, Holyoke Water Power Company, and 
Western Massachusetts Electric Company, have filed with 
this Commission a further post-effective amendment to the 
application-declaration in this matter pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company Act of 
1935 (‘Act’) regarding the following proposed transactions. 


By order dated July 30, 1969, (HCAR No. 16437), the Com- 
mission authorized Service Company to purchase and inven- 
tory all materials and supplies for the central warehouse 
(“central warehouse inventory”) for its own account as a 
wholesaler and subsequently resell and deliver such supplies 
and materials to the four associate operating companies 
neames above upon their request at the actual cost thereof 
to Service Company. 


By supplemental order in this proceeding dated June 1, 
1973, (HCAR No. 17976), Service Company was further 
authorized to change its method of financing the central 
warehouse inventory by borrowing the funds up to $2,500, 
000 from a bank pursuant to a loan agreement. It is 
represented that this procedure reduced the cost of financ- 
cing the central warehouse inventory because the cost of 
such bank loans has been considerably less than the cost of 
borrowing from Northeast. The filing and said supplemental 
order stated that all the notes would be prepaid on or before 
three years from the date of the Commission's order unless © 
the applicants-declarants shall, by further amendment in this 
proceeding, receive the Commission's authorization to con- 
tinue the loan agreement for an additional period. 


It is now proposed that the loan agreement be continued for 
an additional three-year period ending June 1, 1979, and 
that Service Company issue its notes to Hartford National 
Bank and Trust Company of Hartford, Connecticut, pursuant 
thereto. The loan agreement provides that Service Company 
may borrow from time to time at an interest rate equal to 
116% of the bank's prime rate up to an aggregate of $2.- 
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500,000 outstanding at any one time. Such notes may be 
repaid from time to time and Service Company may issue 
new notes from time to time subject to the aggregate max- 
imum limit of $2,500,000 outstanding at any one time. The 
notes will be unsecured and will not have the guarantee of 
any associate company of Service Company. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. It is stated that no fees or expenses are to be 
incurred in connection with the proposed transactions. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
application-declaration, as amended by said post-effective 
amendment, be granted and permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as amended by said post-effective amendment, be, and it 
hereby is, granted and permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19548/June 1, 1976 


In the Matter of 


YANKEE ATOMIC ELECTRIC COMPANY 
Westborough, Massachusetts 01581 


(70-5766) 


SUPPLEMENTAL ORDER AUTHORIZING AN INCREASE 
IN SHORT-TERM PROMISSORY NOTES TO A BANK AND 
A DEALER IN COMMERCIAL PAPER 


Yankee Atomic Electric Company (’‘Yankee Atomic’), an 
electric utility subsidiary company of New England Electric 
System and Northeast Utilities, registered holding com- 
panies, has filed with this Commission a post-effective 
amendment to its declaration previously filed in this matter 
pursuant to Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (“Act’’) and Rule 50(a)(5) 
promulgated thereunder regarding the following proposed 
transactions. 


By order dated December 30, 1975 (HCAR No. 19320), this 
Commission authorized Yankee Atomic to issue and sell, 
from time to time prior to December 31, 1976, short-term 
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promissory notes to The First National Bank of Boston, 
Massachusetts, or to A. G. Becker & Company, Incor- 
porated, a dealer in commercial paper, or both, up to an 
aggregate principal amount of $20,000,000 to be outstand- 
ing at any one time. Yankee Atomic requested authoriza- 
tion for short-term borrowings up to $20,500,000, con- 
tingent upon further director approval. Jurisdiction was 
reserved to grant the further relief applied for in whole or in 
part. 


By post-effective amendment, Yankee Atomic proposes to 
increase its short-term borrowings by $500,000 (from 
$200,000,000 to $20,500,000). A vote of the directors of 
Yankee Atomic taken at a meeting on March 26, 1976, has 
authorized short-term borrowings of $20,500,000. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
declaration, as amended by said post-effective amendment, 
be granted and permitted to become effective: 


IT |S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended 
by said post-effective amendment, be, and it hereby is, per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under the 
Act. 


IT IS FURTHER ORDERED that the jurisdiction heretofore 
reserved be, and the same hereby is, released. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19549/June 1, 1976 


In the Matter of 


MISSISSIPP! POWER & LIGHT COMPANY 
P. O. Box 1640 
Jackson, Mississippi 39205 


(70-5866) 


NOTICE OF PROPOSAL TO ISSUE AND SELL NOTES TO 
BANKS AND COMMERCIAL PAPER TO A DEALER; 
EXCEPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Mississippi Power & Light 
Company (‘Mississippi’), an electric utility subsidiary com- 
pany of Middle South Utilities, Inc., a registered holding 
company, has filed a declaration with this Commission pur- 
suant to the Public Utility Holding Company Act of 1935 











(“Act”), designating Sections 6(a) and 7 of the Act and Rule 
50(a)(5) promulgated thereunder as applicable to the 
proposed transactions. All interested persons are referred to 
the declaration, which is summarized below, for a complete 
statement of the proposed transactions. 


Mississippi proposes to issue and sell through January 1, 
1978, short-term promissory notes to banks and commer- 
cial paper in an aggregate principal amount outstanding at 
any one time not in excess of 10% of the capitalization of the 
company, which is the maximum amount of unsecured 
borrowing permissible under the provisions of the com- 
pany’s Restated Articles of Incorporation without a vote of 
outstanding preferred stock. Based on Mississippi's 
capitalization at March 31, 1976, the proposed notes will 
not exceed $44,000,000 outstanding at any one time. In- 
creases in this amount will be subject to the filing of a post- 
effective amendment by the company and a subsequent 
order of this Commission. The type of each issue will be 
determined by market conditions so as to achieve the lowest 
cost of money. 


The funds to be derived from the issuance and sale of the 
bank notes and commercial paper will be used, together 
with other funds available to the company, for construction 
and for other corporate purposes. Mississippi's 1976 con- 
struction program is estimated at $48,044,000. 


The proposed bank notes will be in the form of unsecured 
promissory notes, due not more than nine months from the 
date of issue, bearing interest at the prime rate in effect at 
the lending bank at the date of issue or from time to time 
depending upon the requirements of the lender, and subject 
to prepayment, at the company’s option, without premium 
or penalty. While no commitments have been made, it is ex- 
pected that borrowings will be made from the following 
banks up to the maximum amounts listed: 


Deposit Guaranty National Bank, 


Jackson, Miss. $ 6,000,000 
First National bank of Jackson, Miss. 4,000,000 
Manufacturers Hanover Trust Company, 

New York, N.Y. 6,000,000 

Total $16,000,000 


The names of any additional lending banks will be filed by 
amendment. Mississippi maintains daily operating balances 
with each of the Mississippi banks from which borrowings 
are proposed to be made to meet the requirements of such 
banks in respect to their service to the company. It may 
reasonably be expected that the New York City bank from 
which borrowings may be made would require the 
maintenance of compensating balances of up to 20% in 
respect of any such borrowings. Assuming that the balances 
maintained in the Mississippi banks for normal operating 
needs were required to satisfy compensating balances at the 
prevailing rate of 20% required by the New York bank, the 
effective interest cost of the related borrowings, based on a 
prime rate of 6-3/4%, would be approximately 8.44% per 
annum. 


The proposed commercial paper will be in the form of un- 
secured promissory notes, issued in denomnations of not 
less than $50,000, maturing not in excess of 270 days, and 
sold by Mississippi directly to Merrill, Lynch, Pierce, Fenner 


& Smith (Merrill Lynch”) at the discount rate prevailing at 
the date of issuance for commercial paper of comparable 
quality and of the particular maturity sold by public-utility 
issuers to commercial paper dealers. Merrill Lynch, as prin- 
cipal, will reoffer the commercial paper to not more than 
200 institutional investors identified on a list (non-public) at 
a discount of 1/8 of 1% per annum less than the prevailing 
discount rate of the company. No commission or fee will be 
payable to Merrill Lynch in connection with the issuance and 
sale of the commercial paper. The commercial paper will not 
be prepayable prior to maturity. It is expected that Mississip- 
pi’s commercial paper will be held by customers to maturity, 
but, if they wish to resell prior thereto, Merrill Lynch, pur- 
suant to a verbal repurchase agreement, may repurchase the 
notes and reoffer the same to others in its specified group of 
customers. 


Mississippi asserts that the issue and sale of the commercial 
paper should be expected from the competitive bidding re- 
quirements of Rule 50 because the commercial paper will 
have a maturity not in excess of 270 days, current rates for 
commercial paper for such prime borrowers as Mississippi 
are published daily in financial publications, and it is not 
practical to invite bids for commercial paper. Mississippi also 
requests that it be allowed to file its certificate under Rule 
24 with respect to the proposed transactions on a quarterly 
basis. 


Mississippi's fees, commissions, and expenses to be in- 
curred in connection with the proposed issue and sale of the 
bank notes and commercial paper are estimated to be less 
than $4,000. The declaration states that no State of Federal 
commission, other than this Commission, has jurisdiction 
over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 25, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said declaration which he desires to con- 
trovert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such re- 
quest should be served personally or by mail upon the 
declarant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said date, 
the declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 of the 
General Rules and Regulation promulgated under the Act. or 
the Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19550/June 1, 1976 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


CONSOLIDATED GAS SUPPLY CORPORATION 

CONSOLIDATED SYSTEM LNG COMPANY 

CONSOLIDATED NATURAL GAS SERVICE 
COMPANY, INC. 

CNG DEVELOPMENT COMPANY LTD. 

CNG PRODUCING COMPANY 

CNG RESEARCH COMPANY 

THE EAST OHIO GAS COMPANY 

THE PEOPLES NATURAL GAS COMPANY 

THE RIVER GAS COMPANY 

WEST OHIO GAS COMPANY 


(70-5848) 


ORDER AUTHORIZING ACQUISITON OF NOTES AND 
CAPITAL STOCK OF SUBSIDIARY COMPANIES, OPEN 
ACCOUNT ADVANCES TO SUBSIDIARY COMPANIES, 
ISSUE AND SALE OF COMMERCIAL PAPER AND SHORT- 
TERM NOTES TO BANKS, AND EXEMPTION FROM 
COMPETITIVE BIDDING 


Consolidated Natural Gas Company (‘Consolidated’), a 
registered holding company, and certain of its subsidiary 
companies, Consolidated Gas Supply Corporation (‘Gas 
Supply’’), Consolidated System LNG Company ("LNG Com- 
pany”), Consolidated Natural Gas Service Company, Inc., 
CNG Development Company Ltd., CNG Producing Com- 
pany, CNG Research Company, The East Ohio Gas Company 
(“East Ohio’), The Peoples Natural Gas Company 
(“Peoples”), The River Gas Company (‘River’), and West 
Ohio Gas Company (‘West Ohio’), have filed an application- 
declaration and amendments thereto with this Commission 
pursuant to Sections 6(a), 6(b), 7, 9(a), 10, and 12(b) of the 
Public Utility Holding Company Act of 1935 (“Act”) and 
Rules 45 and 50(a)(5) promulgated thereunder regarding 
the following proposed transactions. 


Consolidated proposes, from time to time during 1976, to 
make loans aggregating up to $64,000,000 to three sub- 
sidiary companies in the amounts set forth in the table 
below, for the purpose of partially financing their 1976 
capital expenditures estimated at $135,965,000. The loans 
will be evidenced by non-negotiable, long-term nstes 
proposed to be issued by the respective subsidiary com- 
panies and proposed to be acquired by Consolidated. The 
notes will bear interest at a rate substantially equal to the 
effective cost of money to Consolidated in respect of its 
issuance and sale of $75,000,000 principal amount of 
debentures scheduled for 1976 and will be payable from 
1981 through 1996 in approximately equal annual principal 
amounts. 
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Prior to completion of said debenture financing in 1976 by 
Consolidated, the foregoing loans to said subsidiary com- 
panies will be in the form of open account advances for con- 
struction, payable on or before December 31, 1976, with in- 
terest at the prime commercial rate (presently 6.75%) in 
effect from time to time at The Chase Manhattan Bank, N.A. 
(“Chase Manhattan”), with a retroactive adjustment of the 
interest rate on the advances to conform with the effective 
cost of money to Consolidated through the sale of its deben- 
tures. Following the debenture financing by Consolidated, 
the open account advances to subsidiary companies, to the 
extent made at that time, will be converted into long-term 
notes of such subsidiary companies, and, thereafter, loans to 
subsidiary companies in 1976 for capital expenditures will 
be evidenced by the aforesaid long-term notes of such sub- 
sidiary companies. 


Consolidated also proposes to issue and sell up to $75.- 
000,000 of short-term notes to a group of banks during 
1976. Such notes will bear interest at the prime commercial 
rate in effect from time to time at Chase Manhattan. 
Prepayments may be made in whole or in part, from time to 
time, upon five days’ notice without penalty or premium. 
There will be no closing or related charges or commitment 
fee, and the notes will mature not more than twelve months 
from the date of the first borrowing. 


No compensating balance requirements will be imposed. 
The average of deposits regularly maintained by the Con- 
solidated companies in the participating banks for normal 
operating purposes amounted to approximately $24,600,- 
000 for 1975. It is stated that based on a requirement of 
10% of the proposed credit line and 10% of average 
borrowings thereunder, the average compensating balances 
would have amounted to approximately $11,500,000 for 
the year 1975. 


Consolidated proposes to use the proceeds from said bank 
borrowings to make open account advances to its subsidiary 
companies aggregating up to $75,000,000 for gas storage 
inventories, payable as gas is withdrawn and sold during the 
1976-77 heating season. The advances to subsidiary com- 
panies will bear interest at the same rate as the related bank 
borrowings by Consolidated and will be made in amounts as 
set forth in the table below. Also shown on the following 
table are $12,500,000 of open account advances which 
Consolidated proposes to make from‘time to time up to May 
31, 1977, to subsidiary companies for working capital re- 
quirements from part of the proceeds of Consolidated’s 
proposed sale (hereinafter more fully described) of up to 
$50,000,000 of commercial paper and/or borrowings from 
a bank. These advances will be repaid not more than one 
year from the date of the first advance to each subsidiary 
with interest at substantially the same effective rate as in- 
curred by Consolidated on the related commercial paper sale 
and/or bank borrowings. 
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Subsidiary 

Company Long-term Notes 

Gas Supply $25,000,000 

LNG Company 29,000,000 

East Ohio 10,000,000 

Peoples — 

River >= 

West Ohio —_ 
$64,000,000 


Consolidated further proposes to acquire, and the subsidiary 


Advances for Seasonal 
Increase in Gas 


Advances for Working 
Storage Inventories 


Capital Requirements 








$38,000,000 $ 4,000,000 
25,000,000 4,500,000 
12,000,000 2,000,000 

a 500,000 
ae 1,500,000 
$75,000,000 $12,500,000 








solidated from time to time during 1976, capital stock up to 











ee companies set forth below propose to issue and sell to Con- the following amounts at the par value thereof: 
Subsidiary Number of Shares Aggregate Par Value 
Gas Supply 90,000 ($100 par) $ 9,000,000 
LNG Company 110,000 ($100 par) 11,000,000 
Peoples 35,000 ($100 par) 3,500,000 
¢e. Total $23,500,000 
The proceeds derived from the proposed sale of stock willbe paper is repurchased by the dealer pursuant to a repurchase 
° used to finance, in part, the subsidiaries’ 1976 capital ex- agreement, such paper will be reoffered only to others in the 
penditures. Consolidated will use funds from debenture group of 200 customers. The issuance and sale of commer- 
financing, internal cash generation, and the sale of commer- _ cial paper is to provide $12,500,000 for working capital ad- 
¢€@ cial paper to purchase such stock. vances to subsidiary companies and approximately $10,- 
000,000 to acquire stock of subsidiary companies, with the 
As indicated above, Consolidated proposes to issue and sell balance available to meet working capital and contingent 
commercial paper, in the form of short-term promissory requirements of Consolidated during the year. 
notes payable to bearer, in the aggregate face amount not to 
exceed $50,000,000 outstanding at any one time to a Consolidated proposes, to the extent that it becomes im- 
dealer in commercial paper from time to time up to May 31, practicable to issue such commercial paper, to borrow, 
€@ 1977. The commercial paper will have varying maturities of | repay, and reborrow from Chase Manhattan, from time to 
not more than 270 days after the date of issue and willbe time up to May 31, 1977, an aggregate principal amount 
issued and sold in varying denominations of not less than _ not to exceed $50,000,000 outstanding at any one time, at 
$50,000 and no more than $1,000,000 directly to the the prime commercial rate of interest in effect on the date of 
dealer at a discount which will not be in excess of the dis- | each borrowing, upon the promissory note or notes of Con- 
count rate per annum prevailing at the date of issuance for _solidated having a maturity date not more than 90 days from 
commercial paper of comparable quality and like maturities. the date of each borrowing, and with the right of prepay- 
s@ Consolidated proposes to sell commercial paper only solong ment, in whole or in part at any time or from time to time, 
as the discount rate or the effective interest cost for such without prior notice and without premium. The amount of 
commercial paper does not exceed the equivalent cost of commercial paper notes and said notes, if any, payable to 
borrowings from a commercial bank on the date of sale. Chase Manhattan will not collectively exceed $50,000,000 
outstanding at any one time. There will be no closing or 
No commission or fee will be payable by Consolidated in related charges and no commitment fee with respect to such 
e connection with the issue and sale of such commercial bank loans, nor will there be any compensating-balance re- 
paper notes. The dealer, as principal, will reoffer such notes quirements. 
ae ® at a discount not to exceed one-eighth of one percent per 
annum less than the prevailing discount rate to Con- Consolidated requests that, for the period commencing upon 
‘ solidated. Such notes will be reoffered to not more than 200 _ the date of the granting of this application-declaration and 
identified and designated customers on a list (nonpublic) ending May 31, 1977, an exemption be allowed from the 
prepared in advance by the dealer and furnished to the Com- __ provisions of Section 6(a) of the Act pursuant to the first 
mission. It is anticipated that the commercial paper will be sentence of Section 6(b), relating to the issuance and sale of 
held by customers to maturity; however, if any commercial short-term notes, by increasing the 5% limitation on such 
ee 
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notes to a maximum of 6% in order to permit Consolidated 
to have outstanding at any one time up to $50,000,000 
principal amount of short-term notes during such period as 
proposed herein. 


Consolidated requests exception from the competitive bid- 
ding requirements of Rule 50 with respect to the sale of 
commercial paper on the grounds that such commercial 
paper will have maturities of nine months or less, that 
current rates for commercial paper for prime borrowers, 
such as: Consolidated, are published daily in financial 
publications, and that it is not practical to invite competitive 
bids for commercial paper. Consolidated also proposes that 
the Rule 24 certificates of notification regarding the 
issuance and sale of the commercial paper and all subsidiary 
company financings be filed on a quarterly basis. 


It is stated that CNG Development Company Ltd., CNG 
Producing Company, CNG Research Company, and Con- 
solidated Natural Gas Service Company, Inc., have no new 
financing requirements for 1976 at the time of the filing; but 
that if such requirements should arise, an amendment to 
that effect will be filed as part of this proceeding. 


The application-declaration states that the Public Service 
Commission of West Virginia has jurisdiction over the 
proposed long-term and short-term borrowings and stock 
issuances of Gas Supply; that the Public Utilities Commis- 
sion of Ohio has jurisdiction over the long-term borrowings 
proposed by East Ohio; and that the Pennsylvania Public 
Utility Commission has jurisdiction over the stock issuances 
proposed by Peoples. It is further stated that no other State 
or Federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


The record is incomplete with respect to the transactions 
proposed by Gas Supply, East Ohio, and Peoples, and, ac- 
cordingly, jurisdiction will be reserved thereover. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed by Rule 23 
promulgated under the Act (HCAR No. 19514), and no hear- 
ing has been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby found, 
with respect to the above-described transactions as to 
which the record is complete, that the applicable provisions 
of the Act and rules promulgated thereunder are satisfied 
and that no adverse findings are necessary; and that it is ap- 
propriate in the public interest and in the interest of in- 
vestors and consumers that the amended application- 
declaration in respect of said transactions be granted and 
permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and the rules thereunder, that the application- 
declaration, as amended, be, and it hereby is, granted and 
permitted to become effective forthwith with respect to the 
proposed transactions as to which the record has been com- 
pleted, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act, except that the time for 
filing the certification thereunder is extended as requested 
so as to allow filing on a quarterly basis. 


IT IS FURTHER ORDERED that jurisdiction be, and it hereby 
is, reserved over the proposed transactions as to which the 
record is not yet complete. 
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For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19551/June 2, 1976 


In the Matter of 


OHIO POWER COMPANY 
301 Cleveland Avenue, S. W. 
Canton, Ohio 44701 


(70-5862) 


NOTICE OF PROPOSED SALE AND LEASEBACK OF COAL 
TRANSFER FACILITY 


NOTICE IS HEREBY GIVEN that Ohio Power Company 
(“Ohio”), an electric utility subsidiary company of American 
electric Power Company, Inc., (“AEP”), a registered holding 
company, has filed an application-declaration and an 
amendment thereto with this Commission pursuant to 
applicable provisions of the Public Utility Holding Company 
Act of 1935 (‘Act’) regarding the sale and leaseback of a 
coal transfer facility. Ohio requests approval of these trans- 
actions unless advised by the Commission that approval 
thereof under the Act is not required. All interested persons 
are referred to the application-declaration as amended, 
which is summarized below, for a complete statement of the 
proposed transactions. 


Ohio states that the coal transfer facility, known as the Cook 
Coal Terminal (‘Facility’), is presently under construction 
near Metropolis, Illinois. The Facility, which will be ready for 
operation by June 30, 1976, was built on land acquired by 
Indiana Franklin Realty, Inc. (“Indiana Franklin’), a real es- 
tate subsidiary of AEP, and was constructed through Indiana 
Franklin. Funds for both land acquisition and construction 
were furnished by Ohio. It is proposed that the Facility be 
sold and that simultaneously the surface land thereunder be 
leased to United States Trust Company of New York as 
Trustee (‘Trustee’) under a trust for the benefit of The 
Pittston Company (‘Pittston’), as beneficial owner. The 
lease of the surface lands underlying the Facility will be 
effectuated by a Site Lease, which will extend for an initial 
term of 25 years. During said initial term of the Site Lease, 
the Trustee will pay to Indiana Franklin for Ohio’s account 
rent at the rate of $80,000 per year, being 10% of the ap- 
proximate cost of such surface lands, $800,000. The 
Trustee will immediately lease the Facility and sublease the 
surface lands thereunder to Ohio. It is stated that Indiana 
Franklin wiil sell the Facility to the Trustee for a purchase 
price equal to its cost of construction, presently estimated at 
$69,000,000, including $2,500,000 which may be expend- 
ed for a railway spur to be completed by the end of 1977, 
and excluding land costs. Title to the Facility will be con- 
veyed to the Trustee in accordance with a Purchase Agree- 
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ment which is to provide for a bargain and sale deed cover- 
ing all right, title and interest of Indiana Franklin in and to 
that portion of the Facility which constitutes real property 
and a bill of sale with respect to those portions of the Facility 
constituting personal property. 


It is proposed that pursuant to a Participation Agreement, 
Pittston will furnish to the Trustee funds toward the 
purchase of the Facility in an amount not less than 20% nor 
more than 23% of the total cost of the Facility. The balance 
of the purchase price will be loaned to the Trustee on behalf 
of Pittston by four lenders secured by a mortgage en- 
cumbering the interests of the Trustee, as legal owner, and 
of Pittston, as beneficial owner, in the Facility and in the 
leases, hereinafter described, with Ohio. The Trustee will act 
both as mortgagor, on behalf of Pittston, and as mortgagee, 
on behalf of the lenders. The four lenders and their respec- 
tive participation in the Mortgage loan are: John Hancock 
Mutual Life Insurance Company — 42.4%; Teacher's In- 
surance and Annuity Association of America — 28.8%; Aet- 
na Life Insurance Company — 19.2%; and Guardian Life In- 
surance Company — 9.6%. It is stated that although Ohio is 
a party to the Participation Agreement, said Agreement ex- 
pressly avoids any privity of contract between Ohio and such 
lenders. The proposed transactions ere contingent upon 
receipt of a favorable ruling from the Internal Revenue Ser- 
vice that Pittston is entitled to the 10% investment tax credit 
and related accelerated depreciation for the property. 


The surface lands leased to the Trustee pursuant to the Site’ 


Lease will be subleased to Ohio, and that portion of the 
Facility designated as real property improvements will be 
leased to Ohio, both pursuant to a Realty Lease Agreement 
from the Trustee to Ohio. That portion of the Facility 
designated as personal property will be leased to Ohio pur- 
suant to an Equipment Lease Agreement. The term of the 
Realty Lease Agreement will be co-terminous with the term 
of the Equipment Lease Agreement, both of which will run 
concurrently with the Site Lease, unless sooner terminated 
pursuant to the Realty Lease and Equipment Lease 
Agreements. These latter Agreements provide that Ohio 
may terminate such leases at any time after the tenth an- 
niversary of the closing date in the event that Ohio's Board 
of Directors deem the Facility to be economically obsolete or 
no longer suited for use in Ohio's business. In order to so ter- 
minate, Ohio must obtain bids for purchase of the Facility 
from unaffiliated parties. In the event that bids are obtained 
and the Facility is sold to any of the bidders, Ohio is obliged 
to pay the excess of the Termination Value, as defined in the 
Agreements, over the net of sales proceeds less certain ex- 
penses incidental to the sale the Facility. 


Both the Realty Lease and Equipment Lease Agreements 
contain provisions for four consecutive renewal terms of five 
years each at Ohio's option and at the then fair market rental 
value. Such renewals must be exercised jointly. Ohio will 
also have the option to purchase the Facility at the end of 
the initial term or any renewal term of the Realty Lease and 
Equipment Lease Agreements at a price equal to the fair 
market sales value of the Facility at the time the purchase 
option is exercised. Upon any renewal of the Realty Lease 
and Equipment Lease Agreements, the Site Lease will 
automatically be renewed for a like period at a rent equal to 
that specified for the initial term of the Site Lease. The Real- 
ty Lease and Equipment Lease Agreements are net leases 
pursuant to which, in conjunction with an Indemnity and 


Supplemental Agreement, Ohio shall pay to the Trustee the 
basic rent payable thereunder, and, as additional rent, will be 
responsible for all maintenance, insurance, taxes (other than 
certain net income taxes) and all other costs in connection 
with the operation of the Facility, unless such obligations are 
excused or terminated. Under the Realty Lease Agreement, 
Ohio will pay basic annual rent at the rate of 9.96% of the 
portion of the purchase price of the Facility allocated to real 
property plus approximately $80,000 per year for the sub- 
lease of the surface lands. Similarly, the Equipment Lease 
Agreement provides that Ohio will pay basic annual rent at a 
rate of 9.96% of the portion of the purchase price of the 
Facility allocated to personal property. Both the Realty 
Lease and Equipment Lease Agreements obligate Ohio to 
pay the rent thereunder in 100 consecutive quarterly in- 
stallments during the initial terms thereunder; and both 
Agreements include in the rental payments an effective in- 
terest rate for the cost of money of 8.84%. 


The Facility will be used by Ohio to transfer low-sulfur coal 
arriving from the West on unit trains to river barges for 
delivery to Ohio’s steam electric generating plants. It is 
stated that Ohio considered all existing coal transfer ter- 
minal facilities, as well as those under construction, on the 
upper Mississippi and lower Ohio Rivers and found that such 
facilities were not suitable for handling unit trains. Conse- 
quently, construction of the Facility was undertaken. It is an- 
ticipated that during the initial period of operation of the 
Facility there will exist some unused capacity which, it is 
proposed, will be made available by Ohio to non-affiliated in- 
terests under short-term contracts. Any income received by 
Ohio from such non-affiliated users will be applied as a 
reduction of the cost of the operation of the Facility by Ohio. 
It is also anticipated that the Facility will transfer coal owned 
by Indiana & Michigan Electric Company ("1&M”), an elec- 
tric generating subsidiary company of AEP, to I&M's 
Tanner's Creek Plant. Such transaction and all other transac- 
tions by Ohio with affiliated interests are excluded from the 
instant application-declaration and will be subject to further 
application and/or order of this Commission. 


The proceeds from the sale of the Facility will be used to 
repay Ohio for funds it has advanced and will advance for 
construction thereof. 


It is stated that no state commission and no federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transactions. The fees and expenses to be paid by 
Ohio in connection with the proposed transactions include 
real property transfer taxes of approximately $40,000; title 
insurance premiums of $110,000; and fees and expenses 
incurred by the participants, including legal fees, estimated 
to be not in excess of $300,000. Additional miscellaneous 
fees, commissions or expenses, including Ohio's legal fees, 
are estimated to be not in excess of $60,000. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 24, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, and reasons for such request, and the issues of fact or 
law raised by said application-declaration which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon 
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the applicant-declarant at the above-stated address and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as amended or 
as it may be further amended, may be granted and permitted 
to become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as provid- 
ed in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 19552/June 3, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5716/June 3, 1976 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19553/June 3, 1976 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-5642) 


FOURTH SUPPLEMENTAL ORDER AUTHORIZING EX- 
TENSION OF TIME FOR TRANSACTIONS RELATED TO 
FINANCING OF POLLUTION CONTROL FACILITIES 


Arkansas Power & Light Company (“Arkansas”), an electric 
utility subsidiary company of Middle South Utilities, Inc., a 
registered holding company, has filed with this Commission 
a fourth post-effective amendment to the application in this 
proceeding pursuant to Sections 9(a) and 10 of the Public 
Utility Holding Company Act of 1935 (‘Act’) regarding the 
following proposed transactions. 


By order in this proceeding dated April 9, 1975, (HCAR No. 


18921), the Commission authorized Arkansas to enter into 
an installment sale agreement (“Agreement”) with Pope 
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County, Arkansas ("County"), and, by supplemental orders 
dated June 13, 1975, August 19, 1975, and December 24, 
1975, (HCAR Nos. 19041, 19133, and 19309), extensions 
until June 30, 1976, were granted to complete the transac- 
tions. Said Agreement will provide for the acquisition, con- 
struction, and installation of pollution control facilities by 
Arkansas on behalf of the County and the issuance by the 
County of its Pollution Control Revenue Bonds in principal 
amount presently estimated not to exceed $49,100,000, 
sufficient to cover the Cost of Construction, as defined in the 
Agreement, of the pollution control facilities. Arkansas is to 
convey to the County such portions of the pollution control 
facilities as are now owned by the company. The proceeds 
resulting from the issuance of the Revenue Bonds will be 
applied to the payment of the Cost of Construction. 


The Agreement also will provide for the sale of the pollution 
control facilities by the County to Arkansas and the payment 
by the company of the purchase price, together with interest 
thereon, in semi-annual installments over a term of years. 
The purchase price of the pollution control facilities payable 
by Arkansas will be such amount as shall be sufficient to pay 
the principal of the Revenue Bonds as the same becomes 
due and payable. The company under the Agreement will 
also agree to pay interest on the unpaid balance of the 
purchase price of the pollution control facilities equal to the 
premium, if any, and interest on the Revenue Bonds. 


Jurisdiction was reserved by the Commision with respect to 
the semi-annual installment payment obligations to be un- 
dertaken by Arkansas pursuant to the proposed Agreement 
with the County, insofar as they are affected by the effective 
interest rate or rates of the Revenue Bonds. 


The Fourth post-effective amendment states that Arkansas 
has not proceeded with the proposed transactions, because 
it is still awaiting a determination by the Internal Revenue 
Service as to which facilities in connection with a nuclear 
generating station will be treated as pollution control 
facilities within the meaning of Section 103 of the Internal 


- Revenue Code of 1954, as amended. Accordingly, Arkansas 


requests that time for completing the proposed transactions 
be extended until August 31, 1976. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
application, as now amended, be granted: 


IT iS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application, as now 
amended, be, and it hereby is, granted, effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it hereby 
is, reserved with respect to the semi-annual installment pay- 
ment obligations to be undertaken by Arkansas pursuant to 
the proposed Agreement with the County, insofar as they 
are affected by the effective interest rate or rates of the 
Revenue Bonds to be sold by the County in connection with 
transactions proposed in this proceeding. 
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For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19554/June 3, 1976 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


(70-5799) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF COM- 
MON STOCK PURSUANT TO EMPLOYEE STOCK OWNER- 
SHIP PLAN AND DIVIDEND REINVESTMENT PLAN 


NOTICE IS HEREBY GIVEN that Consolidated Natural Gas 
Company (‘Consolidated’), a registered holding company, 
has filed with this Commission a post-effective amendment 
to the declaration in this proceeding pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company Act of 
1935 (“Act”) and Rule 50(a)(5) promulgated thereunder 
regarding the following proposed transactions. All interested 
persons are referred to the amended declaration, which is 
summarized below, for a complete statement of the pro- 
posed transactions. 


By order in this proceeding dated March 1, 1976, (HCAR 
No. 19409), the Commission authorized Consolidated to 
amend its Charter to permit its Board of Directors to issue 
and sell, without first making an offering to its existing com- 
mon shareholders on a subscription basis, unissued shares 
of common stock presently or hereafter authorized to (1) any 
employee stock ownership plan which may be adopted by 
Consolidated or any of its subsidiaries whereby Consolidated 
would be permitted by Federal tax law to fund the plan by 
reducing its taxes in an amount equal to such funding and 
(2) any dividend reinvestment plan with respect to Con- 
solidated’s common stock. 


Consolidated now proposes, in accordance with said amend- 
ment to its Charter, to issue and sell authorized and unissued 
shares of its common stock, to (a) an employee stock 
ownership plan (“ESOP”) whereby Consolidated would be 
permitted by Federal tax law to fund the plan by reducing its 
taxes in an amount equal to such funding and/or (b) a divi- 
dend reinvestment plan ("DRP”) available to Consolidated’s 
common stockholders. At present, Consolidated has total 
authorized capital stock of 24,500,000 shares, divided into 
2,500,000 shares of preferred stock of the par value of 
$100 each and 22,000,000 shares of common stock of the 
par value of $8 each; 500,000 shares of preferred stock are 
issued and outstanding, as are 18,919,362 common shares. 


The proposed issuance and sale of common stock is es- 
timated at up to 750,000 shares, consisting of (a) an 
aggregate of 680,000 shares to Manufacturers Hanover 
Trust Company ("“Manufacturers’’), agent for those common 
stockholders participating in the DRP, or to Manufacturers’ 
nominee, until December 31, 1978, and (b) an aggregate of 
70,000 shares to the Trustees of the ESOP until December 
31, 1977. 


The declaration states that the Tax Reduction Act of 1975 
permits a corporation to elect an additional 1% investment 
tax credit on qualified property additions during the period 
January 22, 1975, through December 31, 1976, provided 
an amount equivalent to the additional tax credit is invested 
in the corporation's common stock through an employee 
stock ownership plan and that, in effect, said act allows a 
corporation to fund the plan by reducing taxes to the extent 
of the additional 1% credit. Shares are acquired at no cost by 
employees. 


With respect to Consolidated’s proposal, the number of 
shares to be sold to the Trustees of the ESOP will be deter- 
mined by dividing the amount of the additional 1% allowable 
investment tax credit by the average closing price of the 
stock on the New York Stock Exchange for the 20 con- 
secutive trading days immediately preceding the date of 
issue of the shares. Based on the Consolidated system's 
qualifying property additions for 1975 and those budgeted 
for 1976, it is estimated that the additional 1% investment 
tax credit for both years would amount to an aggregate of 
$1,750,000. The system’s 7,700 employees would thereby 
acquire approximately 70,000 shares of common stock if 
the price to be paid, as determined above, were $25 a share. 
At that price, no employee would receive more than 30 
shares of stock for 1975. 


The declaration states that since December 1973 Manufac- 
turers Hanover Trust Company has been administering a 
dividend reinvestment plan as agent for participating com- 
mon shareholders of Consolidated. Dividends received by 
shareholders have been reinvested through the purchase of 
the common stock of the company on the open market. The 
approximately 3,000 shareholders currently participating in 
the plan acquired some 20,000 shares of Consolidated’s 
stock in the calendar year 1975 through dividend reinvest- 
ment of $500,000. Consolidated now intends to sell directly 
to the agent such authorized and unissued shares of its com- 
mon stock as may be needed for the reinvestment of 
dividends and for optional cash investment under the plan. 
The shares would be sold by Consolidated at the average 
closing price on the New York Stock Exchange for the 20 
consecutive trading days immediately preceding the divi- 
dend payment date. Consolidated asserts that stockholders 
participating in the dividend reinvestment plan would benefit 
from the proposed sale of shares inasmuch as the brokerage 
commissions on shares now being bought by the agent on 
the open market would be eliminated. Also, it is the inten- 
tion of Consolidated to absorb the agent’s service charge 
during the period of sale. 


It is further stated that the proposed transactions will 
provide Consolidated with an additional source of common 
equity capital at the most economical cost to the company 
and that, in addition, they will help to reduce the size of any 
public or subscription offering and thereby proportionately 
lessen the depressing effect that such an offering would 
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usually have on the market price of the company’s common 
stock. 


The fees and expenses incurred or to be incurred in connec- 
tion with the proposed transactions are estimated at $104.,- 
000, including accountants’ fee of $13,500, geologist’s fee 
of $7,500, and system service company charges, at cost, of 
$25,000. It is stated that no State or Federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. Consolidated has requested that the 
issuance and sale of the common stock be excepted from 
the competitive bidding requirements of Rule 50 under the 
Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 1, 1976, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said post-effective amendment to the declara- 
tion which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served personally 
or by mail upon the declarant at the above-stated address, 
and proof of service (affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. At any 
time after said date, the declaration, as now amended or as it 
may be further amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from its rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19555/June 3, 1976 


In the Matter of 


ALABAMA POWER COMPANY 
Birmingham, Alabama 


(70-5850) 


ORDER AUTHORIZING SECURITY AND LEASE 
AGREEMENT FOR THE LEASE OF NUCLEAR FUEL 


Alabama Power Company (‘Alabama’), an electric utility 
subsidiary company of The Southern Company, a registered 
holding company, has filed an application-declaration and an 
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amendment thereto, with this Commission pursuant to Sec- 
tions 9(a) and 10 of the Public Utility Holding Company Act 
of 1935 ("Act”’) regarding the following proposed transac- 
tion. 


Alabama proposes to enter into a lease and security agree- 
ment (the “Agreement”) with PruLease, Inc. (‘‘PruLease”’), 
whereby Alabama would lease from PruLease nuclear fuel to 
be used in connection with its generation of electric power 
(the ‘Nuclear Material’). PruLease is a wholly-owned sub- 
sidiary of the Prudential Insurance Company of America, a 
New Jersey corporation. The Nuclear Material wil! be used 
to satisfy a portion of the fuel requirements from Alabama's 
Joseph M. Farley Nuclear Plant (the ‘’Plant’’), located near 
Dothan, Alabama. 


Alabama currently has contracts for the supply of the 
Nuclear Material to be used at the Plant. At such time as this 
Commission may authorize the transaction proposed herein, 
Alabama will assign to PruLease certain of such contracts. 
PruLease will reimburse Alabama the cost of its current in- 
terest in such contracts. As of March 31, 1976, the book 
value of the nuclear fuel was $37,089,615. Alabama 
currently estimates that up to $115,000,000 in expen- 
ditures for nuclear fuel for the Plant will be required during 
the next two years. According to the terms of the Agree- 
ment, PruLease will make additional payments to suppliers, 
processors and manufacturers, necessary to carry out the 
terms of such contracts for Nuclear Material for the Plant. 
Alabama will be responsible for operating, maintaining, 
repairing, replacing and insuring the nuclear fuel and for pay- 
ing all taxes and costs arising out of ownership, possession 
and use. 


Under the terms of the Agreement, Alabama proposes to 
lease various amounts of Nuclear Material as PruLease and 
Alabama may agree upon from time to time up to a max- 
imum unamortized outstanding investment of $99,500,000. 
Alabama and PruLease may agree to further increases in the 
maximum unamortized outstanding investment in the future 
of up to $115,000,000. Such increases would be the sub- 
ject of a future post-effective amendment. 


Rental payments will be payable monthly. The Agreement 
provides that Alabama will make rental payments consisting 
of (a) an amortization amount, and (b) an interest charge. 
The amortization amount represents the acquisition costs 
(as defined in the lease), except for possible salvage value 
over the burn-up period of the Nuclear Material. The amor- 
tization amount will be determined by multiplying the 
number of megawatt days of thermal energy produced by 
such Nuclear Material by the dollar amount designated as 
the megawatt day charge. The interest charge wi!l be com- 
puted by multiplying the Stipulated Casual Value (as defined 
in the Agreement) times a computed annual rate obtained 
by adding 1-7/8% to the higher of the prime interest rate of 
Morgan Guaranty Trust Company of New York or the current 
interest rate of PruLease’s ninety-day commercial paper. 
Based upon the current price rate of 7%, the effective cost of 
the lease is 8-7/8% per annum. If Alabama were to finance 
the nuclear fuel in proportion to its capital structure the 
weighted cost of capital would be 11.7%. 


Upon execution of the Agreement, Alabama will pay 
PruLease a closing fee equal to 1/4 of 1% of the maximum 
unamortized outstanding investment. Assuming a maximum 








e@ 


“@ 


@ 





{@ 


{® 


'1® 


‘@ 





« @ 

» @ 
* @ 
re 
®@ 
@ 

»®@ 
® 
{® 


x 


@ 


investment of $99,500,000, such payment by Alabama 
would be $248,750. 


Actual rental payment will vary according to whether 
Nuclear Material has been placed in the reactor. Nuclear 
Material that has not been placed in the reactor will be 
covered by an “Interim Leasing Record” and the rental pay- 
ment for such Nuclear Material will be the interest charge. 
Nuclear Material that has been placed in the rector will be 
covered by a “Final Leasing Record” and the rental payment 
would include the interest charge and the amortized acquisi- 
tion cost. 


The obligation of Alabama to make rental payments under 
the Agreement will be unconditional. Even though PruLease 
will hold legal title to the Nuclear Material, the Agreement is 
intended as security and all the rights, responsibilities and 
benefits of owning the Nuclear Material are those of 
Alabama. 


The Agreement is to extend until terminated in accordance 
with its terms. Either party has a right of termination. Upon 
any termination of the Agreement, Alabama must pay to 
PruLease the unamortized cost of the Nuclear Material. 
PruLease will release its title and security interest to 
Alabama. 


It is also provided in the Agreement that PruLease will 
receive alternative termination rights upon certain events of 
default (‘Events of Default”). Upon the occurrence of an 
Event of Default, PruLease may terminate the lease. If 
PruLease should terminate the lease on the basis of an 
Event of Default, Alabama’s interest in the Nuclear Fuel will 
terminate and PruLease may, among other things, elect to 
take possession of the Nuclear Fuel and sell it. 


Alabama proposes to capitalize the lease transaction by 
recording the value of the leased Nuclear Material as an 
asset of its ‘Utility Plant’’ account and recording as “Other 
Long-term Debt’ equal amounts for the related lease 
liabilities. The Nuclear Material will be treated as an owned 
asset for other purposes. 


No State commission and no Federal commission other than 
this Commission, has jurisdiction over the proposed trans- 
action. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19512), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, 
as amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Acct. 


IT IS FURTHER ORDERED, that jurisdiction be, and the 


same hereby is, reserved with respect to increases in the 
maximum unamortized outstanding investment in Nuclear 
Material in excess of $99,500,000. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9307/May 27, 1976 


In the Matter of 


FOUNDERS OF AMERICAN INVESTMENT 
CORPORATION 

1000 West Sunshine Street 

Springfield, Missouri 65804 


and 


NATIONAL INVESTMENT CORPORATION, INC. 
T. M. MURRELL 

BOB C. SPEAKE 

R. REX LEE 

3301 Van Buren Street 

Topeka, Kansas 66611 


(812-3711) 


NOTICE OF APPLICATION PURSUANT TO SECTION 17(b) 
AND SECTION 3(b)(2) OF THE ACT FOR AN ORDER 
EXEMPTING A PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT AND DECLARING THAT 
COMPANY IS NOT AN INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN that Founders of American 
Investment Corporation (“Founders”), registered under the 
investment Company Act (“Act”) as a closed-end, non- 
diversified management company, National Investment Cor- 
poration, Inc. (“National’’), a Kansas corporation, and T. M. 
Murrell (‘Murrell’), Bob C. Speake (“Speake”) and R. Rex 
Lee (“Lee”), the principal executive officers of National 
(collectively, the ‘‘Applicants”), filed an application on Oc- 
tober 18, 1974, and amendments thereto on February 4, 
1975, March 5, 1975, November 5, 1975, and January 27, 
1976, pursuant to Sections 17(b) and 3(b)(2) of the Act, 
which requests an order of the Commission (1) exempting 
from the provisions of Section 17(a) of the Act the proposed 
purchase by National, Murrell, Speake and Lee (collectively, 
the Buyers”) from Founders of 536,191 shares of the com- 
mon stock of American Investors Life Insurance Company. 
Inc. (“American”), an affiliate of Founders and National and 
(2) declaring National to be a company primarily engaged in 
a business other than that of an investment company. All in- 


SEC DOCKET/803 








terested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein, which are summarized below. 


The Application Pursuant to Section 17(b) 


Pursuant to an agreement dated October 10, 1974, as 
amended, the Buyers propose to acquire 536,191 shares of 
common stock of American from Founders at a price of 
$3.45 per share, or a total purchase price of approximately 
$1,850,109. National is to buy 405,757 shares, and 
Murrell, Speake, and Lee 43,478 shares each. After the 
purchase National will own 513,012 American shares or 
35% of the number of outstanding, and the individual 
purchasers collectively will own 214,069, or about 15% of 
the number outstanding. 


Section 17)a)(2) of the Act, in pertinent part, prohibits an af- 
filiated person of an affiliated person of an investment com- 
pany from buying any security from the investment com- 
pany. Section 2(a)(3)(A) of the Act, in pertinent part, in- 
cludes within the definition of an affiliated person of another 
person any person owning 5% or more of the outstanding 
voting securities of such other person, and Section 
2(a)(3)(B) of the Act, in pertinent part, includes within the 
definition of affiliated person any person 5% or more of 
whose outstanding voting securities are owned by such 
other person. Section 2(a)(3)(D) of the Act, in pertinent part, 
includes any director within the definition of affiliated per- 
son. 


Founders is a registered investment company. American is 
an affiliated person of Founders because Founders owns ap- 
proximately 37 percent of American's common stock. 
National is an affiliated person of American because 
National owns seven percent of the voting stock of 
American. National is thus an affiliate of an affiliate of 
Founders. Murrell, Speake and Lee, each of whom is a 
member of National's board of directors, are also directors of 
American, and are thus affiliated persons of American and 
thereby affiliates of an affiliated person of Founders. Thus, 
the proposed transaction involves the purchase of securities 
from an investment company by persons affiliated with an 
affiliate of such company and is in violation of Section 
17(a)(2) of the Act. 


Section 17(b) of the Act, however, directs the Commission 
upon application to exempt a proposed transaction from the 
provisions of Section 17(a) if it finds that the terms of the 
transaction, including the consideration to be paid or re- 
ceived, are fair and reasonable and do not involve 
overreaching on the part of any person concerned, and are 
consistent with the general purposes of the Act. 


Applicants contend that the purchase price in the proposed 
transaction, $3.45 per share, is fair and reasonable. They 
state that this price was derived from negotiations between 
the former management of Founders and certain unaffiliated 
third parties for the sale of the American stock, which 
negotiations did not come to fruition, and that this price was 
determined by use of a formula method of valuation 
previously used in a transaction which the Commission per- 
mitted. ' 


Applicants claim that this formula provides a rule-of-thumb 
method for evaluating life insurance company stock for pur- 
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poses of block acquisitions. The formula is based on the 
premise that the fair value of life insurance company shares 
in such transactions is their book value, adjusted to reflect 
the value of the company’s outstanding policies. Thus, the 
target company’s paid-in-capital and surplus accounts 
(including a mandatory securities valuation reserve)? (i.e., its 
equity) is added to the value of its insurance in force, which 
value is estimated to be equal to one year's premium in- 
come, to reach adjusted book value. 


Founders represents that it wishes to sell its interest in 
American principally to improve its own financial condition. 
National and the other prospective buyers, on the other 
hand, favor the transaction principally because it would 
enable the management of National to gain voting as well as 
operational control of American. 


The Application Pursuant to Section 3(b)(2) 


Section 3(a)(3) of the Act defines as an investment company 
any issuer which is engaged, or proposes to engage in the 
business of investing, reinvesting, owning, holding or trading 
in securities, and owns or proposes to acquire investment 
securities having a value exceeding 40 percent of the value 
of the issuer's total assets (exclusive of Government 
securities and cash items) on an unconsolidated basis. As 
used in this section, “investment securities’ include all 
securities except Government securities, securities issued by 
employees’ securities companies, and securities issued by 
majority-owned subsidiaries of the owner which are not in- 
vestment companies. 


As a result of the Buyers’ proposal to acquire 536,191 
shares of the common stock of American from Founders, 
National, which would purchase 405,757 of such shares, 
would have 56 percent of the value of its total net assets in- 
vested in investment securities. National, therefore, may be 
considered to be an investment company within the mean- 
ing of Section 3(a)(3) of the Act. 


Section 3(b)(2) of the Act provides, in pertinent part, that, 
notwithstanding Section 3(a)(3) of the Act, any issuer which 
the Commission, upon application by the issuer, finds and by 
order declares to be primarily engaged in a business other 
than that of investing, reinvesting, owning, holding, or 
trading in securities, either directly or through majority- 
owned subsidiaries or controlled companies conducting 
similar types of businesses, is not an investment company. 
National contends that it is primarily engaged in the life in- 
surance business, through its subsidiaries and its controlled 
companies, and will be so engaged after its acquisition of 
the American stock. 


National was organized under Kansas law in 1967 as a 
holding company for life insurance companies. Its promoters 
were life insurance executives who have been and continue 
to be occupied primarily in the operation of insurance com- 
pany affiliates of National and Founders. National has made 
several public offerings of its common stock, during which it 
has held itself out as a holding company for life insurance 
companies. Its insurance affiliates include Continental 
Investors Life Insurance Company, Inc. (‘Continental’), a 
majority-owned subsidiary which National organized in 
1968 to sell insurance in Colorado, and American, a Kansas 
corporation organized by Founders and National to sell in- 
surance in the Midwest. National’s other affiliates include 
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three wholly-owned subsidiaries - National Properties and 
Finance Company (‘National Properties’), which owns and 
manages the building in which National and its other af- 
filiates let office space, A.l.L. Financial Programs, Inc. 
(“Financial Programs’), a marketing vehicle for policies 
issued by American, and A.|.L. Securities Company, Inc. 
(“A.I.L. Securities”), a registered broker-dealer. In addition, 
National owns about 4 percent of the outstanding shares of 
common stock of American Equity Fund, Inc. (“American 
Equity”), a-registered investment company. 


National represents that it is presently engaged in operating 
American and that after the acquisition it will both control 
and continue to operate American. National contends, 
therefore, that after giving effect to the proposed acquisition, 
more than 95 percent of its assets will be in majority-owned 
subsidiaries and controlled companies in the insurance 
business which are controlled and operated by National. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 21, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the issues, if any, 
of fact or law proposed to be converted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communications should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicants, c/o T. M. Murrell, at 3301 Van 
Buren Street, Topeka, Kansas 66611. Proof of such service 
(by affidavit or, in the case of an attorney-at-law, by cer- 
tificate) shall be filed contemporaneously with the request. 
As provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following such date 
unless the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Persons who 
request a hearing or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and any 
postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘See, In the Matter of Founders of American Investment 
Corporation, et al, 812-3503, ICA Rel. Nos. 8468 and 
8519. 


2 The “formula method” has thus been slightly revised from 
the version applied in the earlier transaction (supra note 1); 
i.e., it now includes the securities valuation reserve in the 
capital account. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9308/May 28, 1976 


In the Matter of 


WEEDEN TAX EXEMPT BOND TRUST 
SERIES 1 
(AND SUBSEQUENT SERIES) 


and 


WEEDEN & CO. 
25 Broad Street 
New York, New York 10004 


(812-3945) 


NOTICE OF FILING OF APPLICATION PURSUANT OF 
SECTION 6(c) OF THE ACT FOR AN ORDER OF EXEMP- 
TION FROM THE PROVISIONS OF SECTION 14(a) OF THE 
ACT AND RULES 19b-1 and 22c-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Weeden Tax Exempt Bond 
Trust, Series 1 (First Trust’), a unit investment trust 
registered under the Investment Company Act of 1940 
(“Act”) and its sponsor, Weeden & Co. (‘Sponsor’) 
(hereinafter the Sponsor and the First Trust are referred to 
collectively as ‘‘Applicants’”), have filed, on April 23, 1976, 
an application and an amendment on May 25, 1976, pur- 
suant to Section 6(c) of the Act for an order of the Commis- 
sion exempting the First Trust and subsequent Series as 
defined below (hereinafter referred to collectively as 
“Trusts’’ and severally as “Trust”) from the provisions of 
Section 14(a) of the Act, and exempting the frequency of 
capital gains distributions of the Trusts and the secondary 
market operations of Sponsor from the provisions of Rule 
19b-1 and Rule 22c-1, respectively, under the Act. All in- 
terested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein, which are summarized below. 


The Sponsor has filed a Form S-6 Registration Statement 
under the Securities Act of 1933 (1933 Act’) covering a 
maximum of 30,000 Units of fractional undivided interests 
in the First Trust to be offered to investors at a public offer- 
ing price set forth in the prospectus included in the S-6 
Registration Statement (including 5,000 Units registered for 
secondary market purposes). The 1933 Act Registration 
Statement has not yet become effective. The Sponsor has 
also filed a Form N-8A Notification of Registration and a 
Form N-8B-2 Registration Statement under the Act relating 
to the First Trust. 


Each Trust will be governed by a trust agreement for that 
Trust (hereinafter called the “Agreement”), which will be exe- 
cuted prior to the time the registration statement under the 
Securities Act of 1933 for such Trust becomes effective, and 
under which the Sponsor will act as such, The United States 
Trust Company as Trustee, and Standard & Poor's Corpora- 
tion will act as Evaluator. The Agreement for each Trust will 
contain standard terms and conditions of trust common to 
all Trusts. Pursuant to the Agreement, the Sponsor will 
deposit with the Trustee bonds which the Sponsor shall 
have accumulated for such purpose in an amount at least 
equal to the aggregate principal amount of the Units to be 
offered. Simultaneously with such deposit, the Trustee will 


SEC DOCKET/805 








deliver to the Sponsor registered certificates for the Units 
which will represent the entire ownership of the respective 
Trust. These Units will in turn be offered for sale to the 
public by the Sponsor. 


Applicants state that such bonds will not be pledged or be in 
any other way subjected to any debt at any time after the 
bonds are deposited in the Trusts except for the lien of the 
Trustee as security for certain liabilities as set forth in the 
Agreement. All of such bonds will be interest-bearing 
obligations of states and territories of the United States, and 
political subdivisions and authorities thereof, the interest on 
which is exempt from federal income taxation. 


The assets of each Trust will consist of the bonds initially 
deposited, such other bonds as may continue to be held 
from time to time in exchange or substitution for any of the 
bonds upon certain refundings, accrued and undistributed 
interest, and undistributed cash. Certain of these bonds may 
from time to time be sold under the special circumstances 
set forth in the Agreement with respect to such Trust or may 
be redeemed or may mature in accordance with their terms. 
The proceeds from such disposition will be distributed to 
certificateholders and not reinvested. There is no provision in 
the Agreement for the sale and reinvestment of the bonds, 
and such activity will not take place. 


Each unit of each Trust will represent a fractional undivided 
interest in that Trust and will be redeemable. In the event 
that any unit shall be redeemed the portion of the fractional 
undivided interest represented by each Unit outstanding will 
be increased. Units will remain outstanding until redeemed 
or until the termination of the Agreement with respect to 
such Trust. The Agreement may be terminated with respect 
to any of the Trusts upon approval by 66-2/3% of the cer- 
tificateholders of such Trust or, in the event that the value of 
the bonds in such Trust shall fall below 40% of the principal 
amount of the bonds initially deposited in such Trust, upon 
direction of the Sponsor to the Trustee. There is no provision 
in the Agreement for the issuance of any units after the ini- 
tial offering of units (except to the extent that the secondary 
trading by the Sponsor in the units is deemed the issuance 
of units under the Act) and such activity will not take place. 


While the Sponsor undertakes no obligation to do so, it is its 
intention to maintain a market for units of each of the Trust 
and continuously to offer to purchase such units at prices in 
excess of the redemption prices as set forth in the Agree- 
ment. In the absence of such a market, certificateholders 
may only be able to dispose of their units by redemption. 


Section 14(a) 


Section 14(a) of the Act requires that a registered invest- 
ment company, prior to making a public offering of its 
securities: (a) have a net worth of $100,000, (b) have 
previously made a public offering and at that time have had 
a net worth of $100,000, or (c) have made arrangements for 
at least $100,00 to be paid in by 25 or fewer persons before 
acceptance of public subscriptions. 


Applicants seek an exemption from the provisions of Section 
14(a) in order that a public offering of units of the Trusts as 
described above may be made. In connection with the re- 
quested exemption from Section 14(a), the Sponsor agrees: 
(i) to refund on demand and without deduction the sales 
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load to purchasers of units of any Trust if, within 90 days 
after the registration of such Trust under the Securities Act 
of 1933 becomes effective, the net worth of such Trust shall 
be reduced to less than $100,000, or if such Trust is ter- 
minated; (ii) to instruct the Trustee on the date the bonds 
are deposited in each Trust that if such Trust shall at any 
time have a net worth of less than 40% of the principal 
amount of bonds initially deposited in such Trust as a result 
of redemption by the Sponsor of units constituting a part of 
the unsold units, the Trustee shall terminate such Trust in 
the manner provided in the Agreement and distribute any 
bonds or other assets deposited with the Trustee pursuant to 
the Agreement as provided therein; and (iii) in the event of 
termination for the reaons described in (ii) above, to refund 
any sales load to any purchasers of units purchased from the 
Sponsor on demand and without any deduction. 


Rule 19b-1 


Rule 19b-1(a) provides in substance that no registered in- 
vestment company which is a “regulated investment com- 
pany” as defined in Section 851 of the Internal Revnue Code 
shall distribute more than one capital gain dividend in any 
one taxable year. Paragraph (b) of said Rule contains a 
similar prohibition for a company not a “regulated invest- 
ment company” but permits a unit investment trust to dis- 
tribute capital gain dividends received from a ‘regulated in- 
vestment company” within a reasonable time after receipt. 


Distributions of principal and interest to certificateholders of 
each Trust shall be made monthly. Distributions of principal 
constituting capital gains to certificateholders may arise in 
two instances: (1) If an issuing authority calls or redeems an 
issue held in the portfolio, the sums received by the Trusts 
will be distributed to a certificateholder on the next distribu- 
tion date; and (2) if units are redeemed by the Trustee and 
bonds from the portfolio are sold to provide the funds 
necessary for such redemption, each certificateholder will 
receive his pro rata portion of the proceeds from the bonds 
sold over the amount required to satisfy such redemption 
distribution. In such instances, a certificateholder may 
receive in his distribution funds which constitute capital 
gains, since in some cases the value of the portfolio bonds 
redeemed or sold may have increased since the date of ini- 
tial deposit. 


As noted, paragraph (b) of Rule 19b-1 provides that a unit 
investment trust may distribute capital gain dividends 
received from a “regulated investment company” within a 
reasonable time after receipt. Applicants assert that the pur- 
pose behind such provision is to avoid forcing unit invest- 
ment trusts to accumulate valid distributions received 
throughout the year and distribute them only at year end, 
and that the operations of the Trusts in this regard are 
squarely within the purpose of such provision. However, in 
order to comply with the literal requirements of the Rule, the 
Trusts would be forced to hold any monies which would 
constitute capital gains upon distribution until the end of 
their taxable years. The application contends that such a 
practice would clearly be to the detriment of the cer- 
tificateholders. 


In support of the requested exemption, the application 
states that the dangers against which Rule 19b-1 is in- 
tended to guard do not exist in the situation at hand since 
neither the Sponsor nor any of the Trusts has control over 
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events which might trigger capital gains, i.e., the tendering 
of units for redemption and the prepayment of portfolio 
bonds by the issuing authorities. In addition, it is alleged that 
the amounts involved in a normal distribution of principal are 
relatively small in comparison to the normal interest distribu- 
tion, and such distributions are clearly indicated in accom- 
panying reports to certificateholders as a return of principal. 


Rule 22c-1 


Applicants state that following the initial offering period, the 
Sponsor, while not obligated to do so, intends to offer to 
purchase the Units in the secondary market at prices on the 
offering side evaluation of the Bonds in the Trust, deter- 
mined on the last business day of each week, effective for all 
sales made during the following week. 


To avoid the Sponsor receiving more than the specified sales 
charge on the resale of Units, the Sponsor has undertaken 
not to resell any Units which it may repurchase at a price 
below the offering side evaluation of the Bonds in the Trust. 


Applicants also state that the Sponsor has undertaken to 
adopt a procedure whereby the Evaluator, without a formal 
evaluation, will provide estimated evaluations on trading 
days. In the case of a repurchase, if the Evaluator cannot 
state that the previous Friday’s price is at least equal to the 
current bid price, the Sponsor will order a full evaluation. The 
Sponsor agrees that, in case of the resale of Units in the 
secondary market, if the Evaluator cannot state that the 
previous Friday's price is not more than one-half point 
($5.00 on a unit representing $1,000.00 principal amount 
of underlying bonds) greater than the current offering price, 
a full evaluation will be ordered. Under these circumstances 
the applicants contend that the exemption of the Sponsor 
from the provisions of Rule 22c-1 will in no way affect the 
operations of the Trust and will benefit the Certificateholders 
by providing a repurchase price for their Units which is in ex- 
cess of the current net asset value of such Units as com- 
puted for redemption purposes. 


Rule 22c-1 provides, in part, that redeemable securities of 
registered investment companies may not be sold, re- 
deemed, or repurchased except at a price based on the 
current net asset value (computed on each day during which 
the New York Stock Exchange is open for trading not less 
frequently than once daily as of the time of the close of 
trading on such Exchange) which is next computed after 
receipt of a tender of such security for redemption or of an 
order to purchase or sell such security. 


Applicants state that the Rule has two purposes: (1) to 
eliminate or to reduce any dilution of the value of outstand- 
ing redeemable securities of registered investment com- 
panies which might occur through the sale, redemption or 
repurchase of such securities at prices other than their 
current net asset values; and (2) to minimize speculative 
trading practices in the securities of registered investment 
companies. 


The secondary market activities of the Sponsor and the 
manner for the acquisition by investors of new units, may be 
deemed to violate Rule 22c-1 because of the absence of 
daily pricing. Applicants contend, however, that the pur- 
poses of Rule 22c-1 will not be offended by the Sponsor's 
secondary market activities. Applicants assert that the pri- 


cing of units by the Sponsor in the secondary market will in 
no way dilute the assets of the Trust, and that Cer- 
tificateholders will benefit from the Sponsor's pricing 
procedure in the secondary market since they will normally 
receive a higher repurchase price for their units than they 
could by redeeming their units at the current net asset value 
and that this will be accomplished without the cost burden 
to the Trust of daily evaluations of the unit redemption value. 


Applicants also contend that speculation in units of any 
Series is unlikely because price changes are limited in 
respect to the kind of bonds which will be held by such 
Series. 


Applicants therefore request an exemption from the 
provisions of Rule 22c-1 for Series and for all subsequently 
created Series insofar as the Rule may apply after comple- 
tion of the primary distribution of units of such Series. 


Section 6(c) of the Act provides, in part, that the Commis- 
sion may, upon application, conditionally or unconditionally 
exempt any person, security, or transaction, or any class or 
classes of persons, securities, or transactions from any 
provisions of the Act or of any rule or regulation under the 
Act, if and to the extent such exemption is necessary or ap- 
propriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 21, 1976, at 5:30 p.m.,submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission orders a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail upon the Applicants at the ad- 
dress stated above. Proof of such service (by affidavit, or, in 
the case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule O- 
5 of the Rules and Regulations promulgated under the Act, 
an order disposing of the application herein will be issued as 
of course following said date, unless the Commission 
thereafter orders a hearing upon request or upon the Com- 
mission’s own motion. Persons, who request a hearing or 
advice as to whether a hearing is ordered, will receive any 
notices and orders issued in the matter, including the date of 
the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9309/June 1, 1976 


In the Matter of 


ISRAEL INVESTORS CORPORATION 
850 Third Avenue 

New York, New York 10022 
(812-3951) 


and 


ICC HANDELS A. G. 
Chamberstrasse, 12C ‘Bellerive’ 
Zug, Switzerland 

(812-3952) 


NOTICE OF APPLICATIONS FOR ORDERS PURSUANT TO 
SECTION 17(b) OF THE ACT AND RULE 17d-1 UNDER 
SECTION 17(d) OF THE ACT PERMITTING CERTAIN 
PROPOSED TRANSACTIONS. 


NOTICE IS HEREBY GIVEN THAT Israel Investors Corpora- 
tion (“IIC’), a closed-end, non-diversified management in- 
vestment company registered under the Investment Com- 
pany Act of 1940 (“Act’’), and ICC Handels A. G. 
(“Handels”), a Swiss corporation affiliated with an affiliated 
person of IIC (hereinafter collectively referred to as 
“Applicants’), filed separate applications on April 30, 1976 
and May 3, 1976, respectively, pursuant to Rule 17d-1 un- 
der Section 17(d) of the Act for orders permitting Applicants 
to engage in certain transactions involving standby com- 
mitments in connection with a public offering in Israel of 
400,000 ordinary shares of Electrochemical Industries 
(Frutarom) Limited (“Electrochemical”), an Israeli company 
in which IIC presently has a controlling interest based upon 
its ownership of approximately 35% of the outstanding or- 
dinary shares (common stock) of Electrochemical, and of 
which Handels presently owns approximately 14% of the or- 
dinary shares. lIC’s application additionally seeks an order 
pursuant to Section 17(b) of the Act exempting its proposed 


transaction with Electrochemical from the provisions of Sec> - 


tion 17(a) of the Act. All interested persons are referred to 
the applications on file with the Commission for a statement 
of the representations contained therein, which are sum- 
marized below. 


11C was organized by American citizens and residents as a 
closed-end, non-diversified management investment com- 
pany for the principal purpose of investing in primary in- 
dustries located in the State of Israel, such as Elec- 
trochemical. As a fundamental policy, it concentrates its in- 
vestments in enterprises which are located in the State of 
Israel or which are doing business elsewhere in furtherance 
of the Israeli economy. Electrochemical, which was orga- 
nized in 1952, is one of Israel’s foremost manufacturers of 
basic chemicals, producing a variety of products, including 
caustic soda, caustic potash, potassium potash, potassium 
carbonate, chlorine, hydrogen, and materials for the plastic 
industry, and, in particular, polyvinyl-chloride. The applica- 
tion states that Electrochemical is now planning an expan- 
sion program of $45,000,000 to $50,000,000 to be carried 
out during the next five years. These expansion plans are 
said to include the development and construction of a new 
complex for manufacturing polyvinyl-chloride and polyvinyl- 
chloride resins in Israel. 
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Handels, a Swiss corporation, is a wholly-owned subsidiary 
of ICC Industries, Inc., a New York corporation which is 
privately owned and which is primarily engaged in the 
business of manufacturing, selling and trading in chemicals. 


As the initial phase of its expansion program, Elec- 
trochemical will make a public offering in Israel of 400,000 
of its ordinary shares, par value IL 100. IlIC has orally made a 
standby commitment to Electrochemical to purchase up to 
200,000 of the publicly offered shares not purchased by the 
general public within a designated subscription period. This 
purchase would be made at the public offering price of IL 
100 per share, being the approximate book value per share 
of such stock as of December 31, 1975. Based on the 
current exchange rate of 13¢ for one Israeli pound, the 
purchase price in American currency would be $13 per 
share. At such rate, lIC’s maximum aggregate purchase 
price under its standby commitment would be approximately 
$2,600,000, or approximately 8.5% of IIC’s net assets as of 
December 31, 1975. 


In conjunction with IIC’s commitment, Handels has made a 
supplemental standby commitment to purchase any and all 
of the publicly offered Electrochemical ordinary shares, up to 
a maximum of 200,000 shares, not otherwise purchased by 
the general public or by IIC. Thus, if no shares were pur- 
chased by the public, the maximum extent of Handels’ com- 
mitment, like that of IIC, would be to purchase 200,000 or- 
dinary shares of Electrochemical at IL 100 per share, for an 
aggregate purchase price of $2,600,000. 


Section 2(a)(3)(B) of the Act, as here pertinent, defines an 
affiliated person of another person as any person 5% or more 
of whose outstanding voting securities are directly owned by 
such other person. Thus, Electrochemical is an affiliated per- 
son of lIC, since IIC presently owns approximately 35% of its 
ordinary shares, and of Handels, which presently owns ap- 
proximately 14% of its ordinary shares. Accordingly, Handels 
is an affiliated person of an affiliated person of a registered 
investment company (IIC). 


Section 17(a) of the Act, which, in pertinent part, prohibits 
an affiliated person of a registered investment company, ac- 
ting as principal, from knowingly selling any security to such 
registered company, would prohibit Electrochemical from 
selling its securities to IIC pursuant to its standby commit- 
ment. However, Section 17(b) of the Act directs the Com- 
mission, upon application, to exempt a proposed transaction 
from the prohibitions of Section 17(a) upon a finding that 
the terms of the proposed transaction, including the con- 
sideration to be paid, are reasonable and fair and do not in- 
volve overreaching on the part of any person concerned, and 
that the proposed transaction is consistent with the policy of 
the registered investment company and the general pur- 
poses of the Act. 


Section 17(d) of the Act and Rule 17d-1 thereunder, in per- 
tinent part, prohibit an affiliated person of an affiliated per- 
son of a registered investment company, acting as principal, 
from participating in, or effecting any transaction in connec- 
tion with, any joint enterprise or arrangement in which such 
registered investment company is a participant with the af- 
filiated person unless an application regarding such transac- 
tion has been filed with the Commission and has been 
granted by an order entered prior to the submission of such 
plan to security holders for approval, or prior to its adoption 
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if not so submitted. A joint enterprise or other joint arrange- 
ment as used in Rule 17d-1 is any written or oral plan, con- 
tract, authorization or arrangement, or any practice or un- 
derstanding concerning an enterprise or undertaking 
whereby a registered investment company and any affiliated 
person of such registered investment company, or any af- 
filiated person of such a person, have a joint or a joint and 
several participation, or share in the profits of such enter- 
prise or undertaking. 


Thus, Section 17(d) and 17d-1 thereunder, would prohibit, 
absent a Commission order, the proposed arrangement 
whereby Handels, an affiliated person of Electrochemical 
and thus an affiliated person of an affiliated person of IIC, 
would commit itself to purchase any shares of a public offer- 
ing not otherwise purchased by the public or by IIC, since 
the standby commitments of !IC and Handels to Elec- 
trochemical, though separate, were entered into with 
knowledge that the other was likewise being entered into, 
and with the expectation that the great bulk of the shares to 
be sold in the public offering would be acquired by the 
Applicants. Indeed, the commitment of Handels is specifical- 
ly related to and contingent upon the commitment of IIC. 


In passing upon an application pursuant to Rule 17d-1, the 
Commission will consider whether the participation of the 
registered investment company in such joint enterprise or 
joint arrangement on the basis proposed is consistent with 
the provisions, policies and purposes of the Act and the ex- 
tent to which such participation is on a basis different from 
or less advantageous than that of other participants. The 
grounds for the request of lIC for exemption pursuant to 
Section 17(b) and the requests of IIC and Handels for relief 
pursuant to Rule 17d-1 are collectively summarized as 
follows: 


(1) The proposed transaction is consistent with the 
policies of IIC as recited in its registration statements 
and reports filed with the Commission under the Act, 
since the transaction involves an investment in an 
enterprise located and doing business in the State of 
Israel which furthers the development of the Israeli 
economy, and which is deemed to be profitable by 
1IC’s management. lIC would pay the same price for 
its shares as the public would pay, which price will be 
based on the book value of Electrochemical stock. 
Thus, it is represented that the terms of IIC’s purchase 
commitment are reasonable and fair and do not in- 
volve overreaching on the part of either Elec- 
trochemical or IIC. 


(2) It is represented that the terms upon which each 
Applicant would participate in the proposed transac- 
tion differ only in that Handels’ commitment becomes 
operative only to the extent that ordinary shares of 
Electrochemical remain unsold after IIC has fulfilled its 
commitment to purchase up to 200,000 shares; and 
that such difference would not be disadvantageous to 
1IC because the primary nature of IIC’s standby com- 
mitment will enable it to maintain its control position 
in Electrochemical and therefore its ability to promote, 
in accordance with its stated investment policies, the 
expansion of a company engaged in an industry vital 
to the development of the Israeli economy. Thus it is 
asserted that none of the parties to the proposed 
transaction would be participating on a basis less ad- 


vantageous than that of any other party. 


(3) It is asserted that the proposed transaction is con- 
sistent with the provisions, policies and purposes of 
the Act and that the exemptions requested are ap- 
propriate in the public interest and consistent with the 
protection of investors. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 23, 1976, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter, accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact or 
law proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing thereon. 
Any such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request shall be served personally or 
by mail upon Applicants at the addresses stated above. 
Proof of service (by affidavit or in case of an attorney at law 
by certificate) shall be filed contemporaneously with the re- 
quest. As provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
applications will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in. this 
matter, including the date of the hearing (if ordered) and any 
postponement thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT APPLICANT HAS CEASED TO BE AN 
INVESTMENT COMPANY. 


On March 30, 1976, Bayrock Growth Fund, Inc. 
(“Applicant”), a diversified, open-end management invest- 
ment company registered under the Investment Company 
Act of 1940 (’Act’’) filed an application pursuant to Section 
8(f) of the Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company as defin- 
ed in the Act. 


On May 7, 1976, a notice (Investment Company Act 
Release No. 9279) was issued of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that Appli- 
cant has ceased to be an investment company. Accordingly, 


IT iS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Bayrock Growth Fund, Inc. under 
the Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9312/June 3, 1976 


In the Matter of 


BAYROCK FUND, INC. 
40 Wail Street 
New York, New York 10005 


(811-2050) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT APPLICANT HAS CEASED TO BE AN 
INVESTMENT COMPANY. 


Bayrock Fund, Inc. (“Applicant”), an open-end, diversified 
management investment company registered under the 
Investment Company Act of 1940 (“Act’’), filed an applica- 
tion on March 30, 1976, for an order of the Commission 
declaring that Applicant has ceased to be an investment 
company as defined in the Act. 


On May 7, 1976, a notice (Investment Company Act 
Release No. 9281) was issued of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
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should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that Appli- 
cant has ceased to be an investment company. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Bayrock Fund, Inc. shall 
forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








LITIGATION RELEASES 





Litigation Release No. 7417/May 28, 1976 
SEC v. PRODUCTION O/L CORPORATION et al. (S.D. Miss.) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that on May 26, 1976, a civil injunctive com- 
plaint was filed in Federal District Court at Biloxi, Mississip- 
pi, naming as defendants Production Oil Corporation and 
John R. Neyrey, both of Biloxi (formerly of Metairie, 
Louisiana) for violations of the registration and anti-fraud 
provisions of the federal securities laws in connection with 
the offer and sale of fractional undivided working interests in 
oil and gas leases located in Texas. 


The complaint alleges that since November 5, 1975, 
Production and Neyrey have obtained over $820,000 from 
public investors through the use of false and misleading 
sales brochures and long distance telephone sales pitches. 
The complaint alleges that the offering brochure contained 
incorrect estimates of drilling and completing costs for the 
wells to be drilled. In addition, the complaint alleges that 
Neyrey diverted proceeds of the offerings to his own and 
others personal use and benefit. 





Litigation Release No. 7418/June 1, 1976 


SEC v. SITOMER, SITOMER & PORGES, et al. 
(Southern District of New York, 73 Civil Action No. 4508) 


The Securities and Exchange Commission announced that 
on May 13, 1976, the Honorable Charles H. Tenney, United 
States District Court Judge for the Southern District of New 
York signed a final Judgment of Permanent Injunction 
against Alvin Lester Sitomer, and Stephan Joel Sitomer, 
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partners in the law firm of Sitomer, Sitomer & Porges. The 
defendants were enjoined from violating the anti-fraud 
provisions of Section 17(a) of the Securities Act of 1933 
and Section 10(b) of the Securities Exchange Act of 1934 
and Rule 10b-5 thereunder in connection with the purchase 
and sale of securities of Empire Fire and Marine Insurance 
Company, or any other issuer. 


The defendants were also enjoined from violating the 
registration provisions of Sections 5 and 7 of the Securities 
Act of 1933 and Rules 408 and 463 thereunder and the 
reporting provisions of Section 13(a) of the Exchange Act 
and Rule 13a-13 thereunder in the registered offering of 
securities of Empire Fire and Marine Insurance Company or 
any other issuer. The defendants consented to the entry of 
the judgment without admitting or denying the allegations in 
the complaint. The judgment was entered on May 18, 1976. 


For further information see Litigation Release Numbers 
6107 and 6298. 





Litigation Release No. 7419/June 1, 1976 


SEC v. Weston International Corporation, et al. 
USDC D-C., Civil Action No. 75-1878 


Paul F. Leonard, Administrator of the Washington Regional 
Office, announced that on May 14, 1976, the Honorable 
June L. Green, United States District Judge for the District 
of Columbia, ordered Kevin Kennedy (‘‘Kennedy’’) of New 
York City to make restitution of over one million dollars to 
Travel Consultants, Inc. (TCI), a subsidiary of Weston 
International Corporation (‘Weston’), of Rockville, 
Maryland. The court ordered the freezing of Kennedy's per- 
sonal assets and imposed financial reporting requirements 
upon Kennedy. The court also enjoined Kennedy from 
further violations of Section 10(b) and Rule 10b-5 of the Ex- 
change Act. 


After a three day trial the court found that Kennedy had 
engaged in a fraudulent scheme to wrongfully divert over $1 
million out of TCI. The court found as follows: Kennedy was 
an officer, director and shareholder of The Panorama Group, 
Inc. (“Panorama”) which on January 8, 1975, entered into 
an agreement with Weston to purchase TCI from Weston. 
Pursuant to the agreement Panorama assumed full 
operational control of TCI prior to approval of the sale by 
Weston's shareholders. Shareholder approval was never ob- 
tained. After assuming operational control of TCI, Panorama 
and others diverted over one million dollars of TCI funds to 
Panorama and eight affiliated Panorama companies. The 
court found that Kennedy was involved in the fraudulent 
conduct in that he, among other activities, personally signed 
TCI checks diverting funds from TCI to corporations in which 
he had or expected to obtain an equity interest and coun- 
selled and acquiesced in other diversions and conduct de- 
signed to conceal the diversions. 


Earlier, on March 29, 1976, Judge Green entered Final 
Judgments of Permanent Injunction against Weston and its 


board of directors and against Duane J. Novosedliak, of 
Springfield, Virginia, treasurer of Panormama. Judge Green 
also previously enjoined on April 7, 1976, Panorama, its 
president, Williston H. Clover, both located in Washington, 
D.C., and eight subsidiary and affiliated Panorama com- 
panies and ordered that they make restitution of over one 
million dollars to TCI. All of the aforementioned defendants 
consented to the above injunctions and restitution without 
admitting or denying the allegations of the Commission's 
complaint. 


According to the Final Judgment Kennedy is jointly and 
severally liable for the amount of restitution with Williston H. 
Clover, Panorama and the eight subsidiary and affiliated 
Panorama companies. 


For further information see Litigation Release Nos. 7179 
and 7378. 





Litigation Release No. 7420/June 1, 1976 


SEC v. DALE J. SMITH, MURIEL JEANNE DRAKE, 
THEODORE W. SYLWESTER 
CV 76-1656 ALS USDC C.D. CAL. 


Gerald E. Boltz, Administrator of the Los Angeles Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on May 24, 1976, the Honorable Albert L. 
Stephens, Jr., Judge, United States District Court, Central 
District of California, at Los Angeles, entered an order of per- 
manent injunction by consent against Dale J. Smith and 
Muriel Jeanne Drake of Chicago, Illinois and Theodore W. 
Sylwester of Los Angeles. The defendants consented to the 
entry of the permanent injunction without admitting or deny- 
ing the allegations in the Commission's complaint. 


The complaint charged that the defendants, all employees of 
subsidiaries of Bowne, Inc., a leading financial printing firm, 
violated the federal securities laws by utilizing confidential, 
non-public information, obtained through their employment, 
to purchase and sell securities for their own accounts. Ac- 
cording to the complaint, the defendants, on one or more oc- 
casions primarily between May 1972 and August 1974, 
made use of draft printing materials indicating a tender offer 
was forthcoming, to purchase shares of the target company 
at the then existing lower market price, prior to the an- 
nouncement of the tender offer to the public. The alleged 
trading activities of the defendants were unrelated and 
varied in number. 


Under the order of the Court, the defendants are permanent- 
ly enjoined from violations of Section 10(b) of the Securities 
Exchange Act of 1934 and Rule 10b-5 thereunder, and 
agreed toi contribute the profits realized from their alleged 
activities to charity. The Commission was alerted to the con- 
duct resulting in its complaint by the surveillance activities 
and personnel of the National Association of Securities 
Dealers and the American Stock Exchange. 
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Litigation Release No. 7421/June 1, 1976 
STATE OF ILLINOIS v. FOREST P. WHITLOW ET AL. 


William J. Scott, Attorney General of the Department of 
Justice of the State of Illinois, and William D. Goldsberry, 
Administrator of the Chicago Regional Office of the 
Securities and Exchange Commission, announced that on 
May 21, 1976, the Grand Jury of Rock Island County, Illinois 
returned a 12 count indictment accusing Forest P. Whitlow, 
John L. Brewer, Joseph P. Delfino, Truman K. Gibson, Jr. 
and James F. Marando of the crimes of conspiracy, making 
false representations in connection with the offer and sale of 
securities of Royal National Investment & Mortgage Cor- 
poration and theft by deception, all in violation of the Illinois 
Criminal Code. 


On June 3, 1975, the defendants consented to the entry of a 
consent decree enjoining them from violating the registra- 
tion and anti-fraud provisions of the Federal securities laws. 
Additionally, Truman Gibson, a Chicago attorney, consented 
to the entry of an Order by the Commission prohibiting him 
from appearing or practicing before the Commission pur- 
suant to Section 2(e) of the Commission's Rules of Practice. 


See Litigation Releases 6810 and 6912 for further informa- 
tion concerning the defendants. 





Litigation Release No. 7422/June 1, 1976 


SEC v. Sanitas Service Corporation, et al. (Civ. Action No. 
75-0520, U.S. District Court for the District of Columbia) 


The Commission announced today that on May 21, 1976 
Judge Howard F. Corcoran, United States District Judge in 
the District of Columbia, entered an Order of Permanent In- 
junction in SEC v. Sanitas Service Corporation, et al., enjoin- 
ing defendants A. Theodore Barron and ATB Enterprises, 
Inc. from violating the anti-fraud, reporting and proxy 
solicitation provisions (Sections 10(b), 13(a), and 14(a)) of 


the Securities Exchange Act of 1934 and Rules 10b-5, 13a- 


1, 13a-13 and 14a-9 thereunder, by issuing and dis- 
seminating and causing Sanitas to issue and disseminate to 
shareholders and the investing public and causing to be filed 
with the Commission false and misleading annual and 
periodic reports, proxy materials, press releases, registration 
statements and prospectuses. Defendant A. Theodore 
Barron was Sanitas’ executive vice president in charge of its 
waste collection operations until September 1973 at which 
time he resigned following the discovery of substantial 
payments by Sanitas to Barron’s wholly-owned corporation 
ATB Enterprises, Inc. 


More particularly, the Order of Permanent Injunction 
prohibits A. Theodore Barron and ATB Enterprises, Inc. from 
making untrue material statements or from omitting to state 
material facts relating to, among other things, (1) dis- 
bursements for political payments, bribes, kickbacks, or 
other similar unlawful purposes; (2) the nature and extent of 
any expenditure of corporate funds by Sanitas to any other 
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company for such purposes; and (3) the extent to which any 
director, officer, or employee of Sanitas or any other com- 
pany has caused corporate funds to be used for such pur- 
poses. 


In addition, A. Theodore Barron and ATB Enterprises, Inc. 
have been permanently enjoined from using any corporate 
funds, or aiding and abetting the use of such funds for 
political payments, bribes, kickbacks, or other similar unlaw- 
ful purposes. 


The defendants consented to the entry of the Order of Per- 
manent Injunction without admitting or denying the 
allegations of the Complaint. 


A. Theodore Barron and ATB Enterprises, Inc. are the two 
remaining defendants in this case. As to the conclusion of 
the litigation against the former defendants Sanitas Service 
Corporation, David Weintraub, Alan R. Carp, and Abraham 
Weintraub, see Litigation Releases No. 6906/ 5-29-75, 
6918/ 6-3-75, 6952/ 6-30-75, 7002/ 7-24-75. 





Litigation Release No. 7423/June 1, 1976 


S.E.C. v. Geo Dynamics Oil and Gas, Inc., et al. (U.S. District 
Court, District of Columbia) (CA No. 76-0957) 


The Securities and Exchange Commission announced today 
the filing of a Complaint seeking injunctive and other relief in 
the U.S. District Court for the District of Columbia, naming 
as defendants the following: Geo Dynamics Oil and Gas, 
Inc., and Milton A. Dauber, of Jenkintown, Pa.; Comprehen- 
sive Resources Corporation, Geo Resources Corporation, 
CRC Corporation, Geo Resources Management Corporation, 
Geo Resources Corporation, William J. Soter, and Martin J. 
Fribush, all of New York, New York; B. L. Floyd, of Corpus 
Christi, Texas (all of the above referred to in the Complaint 
as the “Geo Defendants”); Jack P. Janetatos and Walter A. 
Slowinski, of Washington, D. C.; and Fortune Enterprises, 
Inc., Richard Katcher, and William J. Kraus, of Cleveland, 
Ohio. 


The Commission’s Complaint charges the Geo defendants 
with violations of the anti-fraud provisions of the Federal 
securities laws, in connection with the offer and sale, 
between 1970 and 1973, of over $80 million in registered 
and unregistered limited partnership interests in “leveraged” 
oil and gas drilling ventures, offered and managed by the 
Geo Defendants. A prime appeal of the offering was the 
claim that investors would be entitled to claim on their tax 
returns, in the year of their investment, intangible drilling 
costs (“IDC’s’”) equal to two or three times the amount of 
their cash invested (“leveraged deductions’’). 


The Complaint alleged that the offering documents used to 
offer and seil the partnership's interests—prospectuses, 
confidentia! memoranda (unregistered offering circulars), 
and tax opinion letters—contained materially false and mis- 
leading disclosure of the substance of the transactions on 
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which the leverage deductions were to be based and of the 
material risks of adverse tax treatment by the Internal 
Revenue Service and the courts, and further alleged that 
millions of dollars in front-end management fees were taken 
from investors by the Geo Defendants on a fraudulent basis. 


The Complaint alleged that it was falsely represented to in- 
vestors by the Geo Defendants that the leveraged deduc- 
tions would be available through the obtaining of non- 
recourse loans from oil operators or others and the expen- 
diture of the proceeds of these loans on drilling. In fact, the 
Commission alleged, there were no loans, and no expen- 
diture of the proceeds of loans on drilling. The Compalint 
alleged that, instead, closings were held to effect the Geo 
Defendants’ sham arrangement whereby the operators gave 
checks to the Geo Defendants in the amount claimed to be 
“loaned”, and the Geo Defendants simultaneously gave 
back to the operators checks in the amount claimed to be 
loaned to them plus an additional amount, funded out of the 
proceeds of cash invested by the limited partners, that was 
equal or greater than the operator's estimated costs of drill- 
ing. 


The Complaint further alleged that, by including in the com- 
putation of front-end management fees the so-called loan 
transactions, the Geo Defendants were paid millions of 
dollars of management fees on a fraudulent basis. 


In addition to the allegations of violations of the anti-fraud 
provisions, the Complaint charged Geo Resources Manage- 
ment Corporation, Geo Dynamics Oil and Gas, Inc., Com- 
prehensive Resources Corporation, CRC Corporation, 
William J. Soter, and Milton A. Dauber with violations of the 
registration and reporting provisions of the securities laws, 
and Fortune Enterprises, Inc., William J. Kraus and Richard 
Katcher with violations of the broker-dealer provisions. 


The Complaint alleged that, on behalf of their law firm, 
defendants Janetatos and Slowinski, of Washington, D.C., 
aided and abetted the Geo Defendants’ anti-fraud violations 
in issuing tax opinion letters on the taking of the leveraged 
deductions, which opinion letters were distributed by the 
Geo Defendants to prospective investors or their advisors, 
and reviewing prospectuses contained in_ registration 
statements for certain of the drilling funds. The Complaint 
alleged that defendants Janetatos and Slowinski knew or 
should have known facts concerning the substance of the 
method of operations of the Geo Defendants’ drilling ven- 
tures, such that they should have known that their opinion 
letters and the prospectuses did not fully and fairly describe 
the proposed method of operations of the oil and gas drilling 
ventures in all respects material to the tax consequences, 
and did not fully and fairly describe all material risks of 
adverse tax treatment. 


The Complaint alleged that the Geo Defendants paid un- 
disclosed sales commissions, distributed partnership in- 
terests on an undisclosed discounted basis to certain in- 
vestors, engaged with defendants Fortune, Kraus and 
Katcher in an undisclosed sales arrangement, filed with the 
Commission false and misleading annual reports for the 
registered drilling funds, and engaged in other undisclosed 
arrangements affecting the limited partnership interests. 


The Complaint further alleged that, between 1970 and 
1973, the Geo Defendants offered and sold approximately 


$45 million in unregistered leveraged limited partnership in- 
terests, in violation of the requirement under the Securities 
Act that public offerings be registered. The Complaint al- 
leged that, in each year, the various unregistered offerings 
were part of an overall plan of financing, in that funds from 
registered and unregistered offerings were intermingled and 
spread among several drilling projects, and that there was 
no material difference among the various drilling ventures 
with respect to the method and purpose of the offerings and 
the use to which the investors’ funds were put. 


The Complaint noted that the Internal Revenue Service, after 
conducting an audit of the 1971 and 1972 drilling 
programs, has decided to disallow the deductions based on 
the non-recourse “loan” transactions, on the grounds, 
among others, that such transactions are shams for tax pur- 
poses; and that over 2,000 limited partners will face dis- 
allowance of over $80,000,000 in deductions based on the 
non-recourse “‘loan” transactions. 


Defendants Janetatos and Slowinski, without admitting or 
denying the allegations in the Commission's Complaint, con- 
sented to the entry by the U.S. District Court of a Final Order 
prohibiting them from rendering any tax opinion or advice, in 
connection with any tax-oriented securities offering, without 
taking reasonable care, including reasonable and appropriate 
inquiry and investigation, to assure themselves that the 
proposed method of operations of any entity formed as a 
result of the offering is fully and fairly described in all 
respects material to the tax treatment on their tax opinion 
letter or any other offering document, and that all material 
risks of adverse tax treatment are fully and fairly described in 
their opinion letters or in any other offering document. As 
part of their settlement with the Commission, these defen- 
dants agreed to obtain review by experienced and 
knowledgeable securities counsel of the adequacy of dis- 
closures in opinion letters and offering documents, before 
rendering any opinions or advice. 


Without admitting or denying the allegations in the Com- 
mission's Complaint, defendant Katcher consented to the 
entry by the U.S. District Court of a Judgment prohibiting 
him from, in connection with the offer and sale of tax- 
oriented securities, rendering any tax or other advice or 
recommendation, or offering and selling such securities, to 
any client or other person, without informing such person, 
where applicable, that he or any entity with which he is 
associated will receive any commission or other compensa- 
tion; and from acting as an unregistered broker-dealer. 


The Commission’s Complaint seeks permanent injunctive 
relief against future violations of the relevant provisions of 
the Federal securities laws by the remaining defendants, .as 
well as the disgorgement by the Geo Defendants to the 
limited partners of those portions of management fees based 
on the sham non-recourse “loan” transactions, and the 
issuance of an order maintaining and preserving the assets 
of Defendant CRC Corporation and subsidiaries pending a 
final determination of the allowability of tax deductions 
claimed by the limited partners. 





SEC DOCKET/813 








Litigation Release No. 7424/June 2, 1976 


S.E.C. v. Medic-Home Enterprises, Inc., et al. 
Civil Action No. 75-6227 (SDNY) 


The Securities and Exchange Commission (‘Commission’) 
announced that on June 2, 1976, Medic-Home Enterprises, 
Inc. (““Medic-Home”), and Samuel A. Klurman (Klurman”), 
defendants in the above-captioned action, consented to the 
entry of permanent injunctions without admitting or denying 
the allegations of the Commission’s complaint. 


Medic-Home has consented to entry of an Order permanent- 
ly enjoining the company from violating the anti-fraud, 
reporting, proxy and tender offer provisions of the Federal 
securities laws. Pursuant to the terms of the Order, Medic- 
Home will be required to appoint three independent direc- 
tors satisfactory to the Commission and approved by the 
Court. The independent directors, who will remain on Medic- 
Home’s board for two years if elected at meetings of 
shareholders, shall conduct an investigation into certain 
Medic-Home transactions, including, but not limited to, all 
transactions set forth in the Commission's complaint. At the 
conclusion of such investigation, the independent directors 
will file with the Court and furnish the Commission with 
copies of their findings and recommendations, and will 
cause Medic-Home to correct filings previously made with 
the Commission so as to make such reports accurate and 
complete. In addition, Medic-Home will be required to es- 
tablish a committee of the Board comprised of the three in- 
dependent directors and no more than two other direcotrs, 
which committee will have authority to bring suit on behalf 
of Medic-Home to recover assets, seek monetary damages 
or reform or rescind transactions. 


Klurman, Medic-Home’s Chairman of the Board, President 
and Chief Executive Officer, also has consented to entry of 
an Order permanently enjoining him from violating the anti- 
fraud, reporting, proxy and tender offer provisions of the 
Federal securities laws. The Order further establishes 
procedures for the disposition of claims Medic-Home may 
have against Klurman in connection with the Commission's 
allegations concerning Medic-Home’s payment of $100,000 
to Klurman. Klurman has agreed to vote for the election 
of the aforementioned independent directors for two years, 
and will, if he is designated as a member of the aforemen- 
tioned committee, abstain from voting on certain matters, 
including those proposals of the committee which relate to 
him. 





Litigation Release No. 7425/June 2, 1976 


U.S. v. Joseph F. Warwick, et al. 
(C.D., Ca.CA 76-315-MR) 


William D. Keller, United States Attorney for the Central 
District of California and Gerald E. Boltz, Administrator of 
the Los Angeles Regional Office of the Securities and Ex- 
change Commission, announced that on May 17, 1976, the 
Honorable Manuel! Real of the U.S. District Court in Los 
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Angeles sentenced Joseph Francis Warwick, former presi- 
dent and owner of Pacific Western Securities to five years in 
the custody of the Attorney General. The first seventy days 
are to be served in a jail-type institution and thereafter, the 
sentence is probated. In addition, Warwick is to donate 900 
hours in charitable type work to be determined by the proba- 
tion officer. The seventy days are to be served on con- 
secutive week-ends, commencing on May 29. 


On May 4, 1976, Warwick plead guilty to one count of sub- 
mitting a false financial statement to the SEC, in violation of 
Section 17 of the Securities Exchange Act of 1934 and Rule 
17a-5, thereunder, on behalf of Pacific-Western, a Los 
Angeles stock-brokerage firm that went out of business in 
March, 1973. The false filing made was an X-17a-5, the an- 
nual report required to be submitted by broker-dealers to the 
SEC. Warwick submitted this statement for the year ending 
1972. 


For additional information, see Litigation Release No. 7316. 





Litigation Release No. 7426/June 2, 1976 
SEC v. PRODUCTION O/L CORPORATION et al. (S.D. Miss.) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that on May 26, 1976, a civil injunctive com- 
plaint was filed in federal District Court at Biloxi, Mississippi, 
naming as defendants Production Oil Corporation and John 
R. Neyrey, both of Biloxi (formerly of Metairie, Louisiana) for 
violations of the registration and anti-fraud provisions of the 
federal securities laws in connection with the offer and sale 
of fractional undivided working interests in oil and gas leases 
located in Texas. 


The complaint alleges that since November 5, 1975, 
Production and Neyrey have obtained over $820,000 from 
public investors through the use of false and misleading 
sales brochures and long distance telephone sales pitches. 
The complaint alleges that the offering brochure contained 
incorrect estimates of drilling and completing costs for the 
wells to be drilled. In addition, the complaint alleges that 
Neyrey diverted proceeds of the offerings to his own and 
others personal use and benefit. 





Litigation Release No. 7427/June 2, 1976 


SEC v. REAL International U.S.A. Inc. et al. 
(E.D. Va., Alex. Div., Civil Action No. 75-887-A) 


Paul F. Leonard, Administrator of the Washington Regional 
Office today announced that on May 19, 1976, the 
Honorable Oran R. Lewis of the United States District Court 
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for the Eastern District of Virginia entered a Final Judgment 
permanently enjoining REAL International Holding Company 
of Marbella, Spain and on May 21, 1976, entered a Final 
Judgment permanently enjoining John Paul Mialy of 
Marbella, Spain. 


The orders to which the defendants consented, without ad- 
mitting or denying the allegations of the Compalint, enjoin 
the defendants from violations of the anti-fraud and registra- 
tion provisions of the Securities Act of 1933 and the anti- 
fraud provisions of the Securities Exchange Act of 1934 in 
connection with the offer and sale of securities, namely 
Spanish real property coupled with a variety of leaseback, 
rental-management and guaranteed repurchase contracts 
sold by REAL International U.S.A. Inc., REAL International 
Holding Company, REAL International North America Inc. 
and Univest Resources Ltd. or any other securities. 





Litigation Release No. 7428/June 2, 1976 


(U.S. v. HENRY C. ATKEISON, JR., U.S.D.C., NASHVILLE, 
TENNESSEE, INDICTMENT NO. 76-40-NA-CR) 


Charles H. Anderson, United States Attorney for the Middle 
District of Tennessee, and Jule B. Greene, Administrator of 
the Atlanta Regional Office of the Securities and Exchange 
Commission, jointly announced that on May 24, 1976, the 
Honorable Frank Gray, Jr., Chief Judge of the Middle District 
of Tennessee, found Henry C. Atkeison, Jr., of Brentwood, 
Tennessee, guilty on two counts of an indictment charging 
violations of various provisions of the federal securities laws, 
and sentenced him to two years imprisonment on each 
count, to run concurrently, and fined him $20,000. The 
Court suspended the sentences and placed Atkeison on 
probation for five years. 


Atkeison’s conviction was based on a no/o contendere plea 
to two counts of a ten-count indictment which charged him 
among other things with violations of the bookkeeping re- 
quirements of Section 17(a) of the Securities Exchange Act 
and Rule 17a-3 in his operation of Ambassador Church 
Finance/Development Group, Inc., a now defunct 
Brentwood church bond broker-dealer being liquidated by 
the Securities Investor Protection Corporation, and 
violations of Section 32(a) of the Act in filing amendments 
to Ambassador's Form BD application for registration as a 
broker-dealer, pursuant to Rule 15b3-1. 


For further information, see Commission releases 34- 
11661, 34-11833, 34-12046, and Litigation releases 
6588, 6596, and 7287. 





Litigation Release No. 7429/June 2, 1976 


Criminai Docket Number: 20574 


Arthur K. Bolton, Attorney General of Georgia, and Paul F. 
Leonard and Jule B. Greene, Administrators of the 
Washington and Atlanta Regional Offices of the Securities 
and Exchange Commission, announced that on May 11, 
1976, the DeKalb County, Georgia Grand Jury returned in- 
dictments charging F. Wallace Bowler of Norfolk, Virginia 
and Paul N. Belmont, Sr. of Anchorage, Kentucky with un- 
lawfully and willfully selling investment certificates of The 
Fidelity Trust Company of Atlanta, Georgia in violation of the 
disclosure provisions of the Georgia Securities Act of 1973 
and charging Bowler with violations of the anti-fraud 
provisions of the Georgia Securities Act of 1957. 





Litigation Release No. 7430/June 3, 1976 


SEC v. R-B DEVELOPMENT CO., (N.D. ILL. CIVIL NO. 76 C 
1721) 


William D. Goldsberry, Regional Administrator of the 
Chicago Regional Office of the Securities and Exchange 
Commission, announced that on May 27, 1976, the 
Honorable Joel M. Flaum, U.S. District Judge for the 
Northern District of Illinois entered Final Judgments of Per- 
manent Injunction by consent against R-B Development Co., 
Adolph Skowron and Hubert W. Rose. The Injunctions were 
issued in connection with the fraudulent sale of unregistered 
securities in the form of fractional undivided interests in oi! 
and gas leases. The Injunctions prohibit R-B Development 
Co. and Skowron from further violations of the anti-fraud 
provisions of the Federal securities laws. In addition, R-B 
Development Co., Skowron and Rose were enjoined from 
further violations of the registration provisions of the Federal 
securities laws. The defendants consented to the injunctions 
without admitting or denying the allegations in the Com- 
mission’s complaint. 


The Court further ordered that within sixty days the defen- 
dants provide the Court with an accounting of all funds 
received from public investors and the use of such funds. 





Litigation Release No. 7431/June 3, 1976 
SEC v. VTR, Inc., (D.D.C. Civil Action No. 190-73) 


The Securities and Exchange Commission (“Commission’’) 
announced that on May 26, 1976, the Honorable Oliver 
Gasch, U.S. District Judge for the District of Columbia ap- 
pointed Burton R. Tauber, Esq. of 400 Park Avenue, New 
York, New York, as limited receiver for VTR, Inc. (“VTR”) 
pursuant to the Court's Order of April 29, 1976, and the 
Stipulation between the parties of May 20, 1976. According 
to such order and stipulation, Tauber is charged with 
overseeing the prompt preparation and filing of certain of 
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VTR’s delinquent annual reports on Form 10-K, the required ] 
amendments to VTR’s annual report on Form 10-K for its | t 
fiscal quarter year-ended December 31, 1973, and any 

other periodic reports coming due during his incumbency. a 
Tauber is also to make recommendations to the Court and 

the Commission for a program to assure VTR’s future com- 

pliance with the company’s filing requirements under Sec- 

tion 13(a) of the Securities Exchange Act of 1934. Accord- 

ing to the May 26, 1976 Order, Tauber is to be compen- v«¢ 
sated for such services from the fines paid and to be paid 

into the Registry of the Court by VTR and David E. Jordan, 

VTR’s president, in satisfaction of judgments rendered and 

to be rendered by the Court to remedy civil contempt by VTR 

and Jordan. The remainder of any fines paid into the 

Registry is to be turned over to the U.S. Treasury. Judge 

Gasch entered two judgments of fine on March 3, 1976 and “ 
April 29, 1976, when apprised of VTR’s continued failure to @ 
file the abovementioned reports in violation of Judge 

Gasch’s Final Judgment of Permanent Injunction ordering 

such compliance. 
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